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A LETTER FROM KB HOME PRESIDENT AND CHIEF EXECUTIVE OFFICER

Dear KB Home Stockholder:

KB Home was founded more than fifty years age on a simple idea: that by building homes that offer more qualiry and
value than any other home in the market, we would succeed.

We have delivered hundreds of thousands of homes natonwide since then. But we have never lost sight of the
principles on which we were founded — principles that endure no matter the economic backdrop. With that in mind,
I would like to share my thoughts on how KB Honie continues to take the actions necessary to restore profitability and
enhance long-term stockholder value amid unprecedented housing market upheaval.

The nation’s economic crisis intensified as 2008 progressed, with housing values ar the epicenter. This deteriorating
environment had a significant impact on our business during the year. A number of our financial metrics declined,
including revenues, homes delivered, and backlog. Housing prices fell by record amounts in many of our markets,
which triggered non-cash impairment charges that negatively impacted our results for the year. While our 2008
financial performance improved over 2007, our net loss was still substantial. Given the ongoing instability in the
financial, credit, and employment markets, it is difficult to predict exactly when we can expect a sustainable recovery.

We have moved aggressively to mitigate the effects of this turbulent economic environment, with the goals of restoring
profitability and ensuring that KB Home emerges from this prolonged downturn a better, stronger company. We have
taken steps to generate cash and resize our business. We ended the year with a cash balance of nearly $1.3 billion, after
redeeming $300 million of debt in fiscal 2008. We also significantly reduced both our overhead and our direct costs to
build, exited a number of underperforming markets, and consolidated many of our divisions.

These ongoing financial and organizational measures will assure our long-term stability. In addition, we have
committed ourselves to comprehensively improving our business, instead of simply waiting for better market
conditions to return. Three interlocking objectives serve as the cornerstone of our strategy:

1. Generate cash while strengthening our balance sheet.
2. Restore profitability by executing our KBnxt business model.
3. Position the company to be opportunistic once markets stabilize.

The core principles of KBnxt are a process-driven focus on understanding the buyer through extensive marker surveys,
pre-selling homes to build backlog, being a low-cost producer, and maximizing buyer choice, both in the selection of a
floor plan and at our KB Home Studios. This provides our customers a personalized Built to Order™ buying
experience. The advantages of the KBnxt model have never been more compelling than they are in today’s challenging
housing market, and they will become even more apparent once the market stabilizes. Above all, our KBnxt playbook
ensures that everyone at KB Home is operating as one team, using one set of processes and one benchmark for success.

Continually refining our products so that they are in step with what homebuyers demand has always been a critical
component of KBnxt. The housing market dramatically changed over the past two years, with foreclosures quickly
establishing themselves as a significant competitor. To address this, we have targeted first-time homebuyers by “value
engineering”’ our homes to create more efficiency and affordability without compromising quality. Because of this
strategy, first-time buyers comprised more than 65% of our deliveries by the fourth quarter of 2008. Geing forward, we
continue to view first-time buyers as the most attractive segment of the market.

Qur product transformation has resulted in the creation of a brand new array of flexible and energy-efficient home
designs that we call “The Open Series™.” These innovative homes offer buyers greater value than ever before, with
tremendous freedom to add or subtract bedrooms, multiuse spaces, and outdoor living areas. In some cases,
homebuyers can add up to 40% more square footage to their home on the same homesite, enabling us to attract
a wide range of customers, including not only first-time but also move-up and active adult buyers. This is a
revolutionary approach that offers a truly custom home experience at an affordable price.




We look to increase our differentiation through our Built to Order brand position, which sets us apart from resales,
foreclosures, and other builders. We promote our high-profile marketing partnerships, like those we currently have
with Disney and Martha Stewart. In addition, we proudly point to the qualiry, name-brand materials we use in our
homes, and the world-class customer service we offer. It would be easy in this market to lose focus on customer
satisfaction, but in fact we have made it our top priority. Our customer satisfaction is currently at the highest point in
our history, and we continue working toward our goal of having every KB homeowner 100% satisfied, every time.

Our commitment to environmental sustainability also differentiates KB Home in the marketplace. We are helping
homebuyers save money on energy costs, increasing the quality of life in the communities in which we build, and
improving our own bottom line.

Our My Home. My Earth.® initiative offers customers more green choices at our KB Home Studios, more information
on how to save money on energy costs, and more education about ways to protect the environment. As a resulg,
homebuyers have confidence that their new KB home is environmentally friendly, with lower operating costs than
comparable new or resale homes. Qur comprehensive environmental focus creates a powerful consumer value
proposition. All homes built in newly opened KB Home communities are now fully ENERGY STAR® qualified.
According to the U.S. Deparument of Energy and the Environmental Protection Agency, these homes are up to 45%
more energy efficient than homes built as recently as the 1990s.

We also released the first KB Home Sustainability Report in 2008, which documents our actions and commitments
toward lessening the environmental impact of our operations. Many of these commitments are about reducing waste in
both our construction and corporate operations, which not only helps the environment, but also lowers our costs. We
continually measure ourselves against our stated objectives and will issue a progress report in 2009,

Together, these strategic initiatives are reinventing KB Home in many ways. We have 4 fresh view of what it takes to be
successful in this market, and we are continually adjusting our business to seize those opportunities. If there is one
constant in the history of the homebuilding industry, it is that downturns — no matter how severe — eventually tarn
into growth cycles. Basic demographic factors like rising birthrates, immigration, and an increase in household
formation will continue to drive long-term demand for new homes. And KB Home will build them with the total
dedication to quality, customer service, choice, and affordability that is our hallmark.

While I expect 2009 to be a transition year as our business adapts to today’s market realities, also believe our results will
increasingly reflect the positive impact of the initiatives we launched or accelerated in 2008. Our balance sheet is
strong, and we maintain our focus on generating cash and restoring profitability. We are a leaner, more efficient
company that moves with speed and determination, and we are building homes that effectively compete in today’s
housing environment, We operate in markets with very attractive long-term growth prospects and have preserved our
capability to grow in those markets when the time is right.

It is perhaps our ongoing commitment to innovation and operational improvement that resulted in KI3 Home being
named the top homebuilder on FORTUNE® magazine’s 2009 “World’s Most Admired Companies” list, the second
year in a row we have achieved this honor. This recognition is a tribute to the employees of KB Home, and I would like
to thank them for their hard work, passion, and commitment to our company’s success.

I am confident that by continuing to execute our business model, we will enhance the value we deliver to our
stockholders. While I certainly do not want to minimize the challenges we face or the unpredictability of the current
economy, we have energy and momentum. We are making the most of every opportunity, recognizing that market
leadership belongs to those who act with purpose and conviction.

Sincerely,

N

Jeffrey T. Mezger
President and Chief Executive Officer
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PART 1

Item 1. BUSINESS
General

KB Home is a Fortune 500 company listed on the New York Stock Exchange under the ticker symbol “KBH.” We
are one of the nation’s largest homebuilders and have been building quality homes for families for more than 50 years. We
construct and sell homes chrough our operating divisions across the United States under cthe name KB Home. Unless the
context indicates otherwise, the terms “the Company,” “we,” “our” and “us” used herein refer to KB Home, a Delaware
corporation, and its predecessors and subsidiaries.

Beginning in 1957 and continuing until 1986, our business was operated through various subsidiaries of Kaufman
and Broad, Inc. ("KBI") and its predecessors. In 1986, KBI cransferred to us the outstanding capital stock of its
subsidiaries conducting KBI's homebuilding and mortgage banking business. Shortly chereafter, we completed an initial
public offering of 8% of our common stock and began operating under the name Kaufman and Broad Home Corporation.
In 1989, we were spun-off from KBI, which then changed its name to Broad Inc., and operated as an independent
company, primarily in California and France. In 2001, we changed our name to KB Home. Since 1989, we have expanded
our business in both our existing markets and into new markets through capital investments and acquisirions of other
homebuilders. Today, we operate a geographically diverse homebuilding and financial services business serving
hemebuyers in markets nationwide. We believe our geographic diversity helps to mitigate the effeces of local and
regional economic cycles, enhancing our long-term growth potential.

Our four homebuilding segments offer a variety of homes designed primarily for firse-time, first move-up and active
adule buyers, including attached and detached single-family homes, townhomes and condeminiums. We offer homes in
development communities, at urban in-fill locations and as part of mixed-use projects. We use the rerm “home” to refer to
a single-family residence, whether it is a single-family home or other type of residential property, and we use the term
“community” to refer to a single development in which homes are constructed as part of an integrared plan.

We delivered 12,438 homes in 2008 and 23,743 homes in 2007. In 2008, our average selling price of $236,400
decreased from $261,600 in 2007. We generated rotal revenues of $3.03 billion and a net loss of $976.1 million in 2008,
compared to total revenues of $6.42 billion and a loss from continuing operations of $1.41 billion in 2007. Our
homebuilding revenues, which include revenues from land sales, accounted for 99.6% of our toral revenues in 2008 and
99.8% of our total revenues in 2007. Our resules in 2008 and 2007 reflect the significant downturn in housing markets
that began in 20006, as well as our resulting actions co align the size of our operations with diminished home sales activity
and ro maintain a strong balance sheet. In 2008, the housing market downturn was exacerbared by a severe decline in the
overall economy in the second half of the year.

Qur financial services segment derives income from mortgage banking, title and insurance services offered to our
homebuyers. Morrgage banking services are provided to our homebuyers indirectly through Countrywide KB Home
Loans, LLC ("Countrywide KB Home Loans™), a joint venture between us and CWB Venture Management Corporation, a
subsidiary of Bank of America, N.A. Countrywide KB Home Loans, which is operated by our joint vencture partner, offers
a variety of loan programs to serve the financing needs of cur homebuyers. Qur financial services segment accounted for
4% of our toral revenues in 2008 and .2% of our total revenues in 2007,

Our principal executive offices are located at 10990 Wilshire Boulevard, Los Angeles, California 90024, The
telephone number of our corporate headquarters is (310) 231-4000 and our website address is http://www.kbhome.com.

Our Spanish-language website is hetp:/fwww.kbcasa.com. In addition, location and community information is available
at (888) KB-HOMES.




Markets

We have four homebuilding segments based on the markets in which we construct homes ~— West Coast, Southwest,
Central and Southeast — which together reflect the wide geographic reach of our homebuilding business. As of the date of
this report, we operate in the eight states and 29 major markets shown below:

Segment State(s} Major Market(s)
West Coast  California Fresno, Los Angeles/Ventura, Orange County, Riverside, Sacramento,
San Bernardino, San Diego, San Jose/Oakland and Stockton
Southwest  Arizona Phoenix and Tucson
Nevada Las Vegas and Reno
Central Colorado Denver
Texas Austin, Dallas/Fort Worth, Houston and San Antonio
Southeast Fiorida Daytona Beach, Jacksonville, Lakeland, Orlando, Sarasota and Tampa

North Carolina  Chatlotte and Raleigh
South Carolina Bluffton/Hilton Head, Charleston and Columbia

Segment Operating Information.  The following table presents specific operating information for our homebuilding
segments for the years ended November 30, 2008, 2007 and 2006:

Years Ended November 30,

2008 2007 2006

West Coast:

Homes delivered. . .. ... ... . i e e 2,972 4,957 7,213

Percent of total homes delivered. . . ... ... ... . ... ... ... ...... 24% 21% 22%

Average selling price. . .. ... e $354,700 £433 600 $489,500

Total revenues {in millions) (a). . . . . ... o i e $1,055.1 $2,203.3 $3,5313
Southwest:

Homes delivered. . . .. ... i e 2,393 4,855 7,011

Percent of total homes delivered. . . .. ... .. ... ... .. ... ... ... 19% 20% 22%

Average selling price. . ... ... ... ... $229,200 $258,500 $306,900

Total revenues (in millionsy @Y. . . .. .. ... .. ... ... . . ... ... ... $ 6180 $1,349.6 $ 2,183.8
Central;

Homes delivered. . . .. . .. e 3,348 6,310 9,613

Percent of total homes delivered. . . ... ... ... ... .. ... . .. ... ... 27% 27% 30%

Average selling Price. . . .o oot e $175,000 $167,800 $159,800

Total revenues (in millions) @). . . . .. . .. .. ... .. ... $ 5943 $1,077.3 $1,553.3
Southeast:

Homes delivered. . . .. - .ot et e 3,725 7,621 8,287

Percent of total homes delivered. . .. ... .. ... ... .. ... .. ... .... 30% 32% 26%

Average selling price. . . . .. ... L e $201,800 $229.400 $244,300

Total revenues {in millionsy (a). . . . ... .. .. ... ... ... .. .. ... $ 755.8 $1,7704 $2001.4
Total:

Homes delivered. . . . .. ... . i e 12,438 23,743 32,124

Average selling price. . . .. .. .. ... L $236,400 $261,600 $287,700

Total revenues (in millions) (a). . ... ...... ... ... ... ... .. ... ... $3,023.2 $ 6,400.6 $ 93598

(2} Total revenues include revenues from housing and land sales.

Unronsolidated Joint Vertures. The above table does not include homes delivered from our unconsolidated joint
ventures. From cime to time, we participate in the acquisition, development, construction and sale of residential
properties through unconsolidated joint ventures. Our unconsolidated joint ventures delivered 262 homes in 2008, 127
homes in 2007 and 4 homes in 2006.




Strategy

Major housing markets across the United States began declining in mid-2006. Most of our served markets have
progressively weakened since then. Over the two-and-a-half year period, an increasing oversupply of new and resale
homes, exacerbated more recently by rising foreclosure activity, drove home prices steadily lower. In 2008, weakening
economic activity and rising job losses prompted a historic decline in consumer confidence that further discouraged home
purchases. In this environment, our business has confronted fierce competition from heightened homebuilder, financial
insticution and investor efforts to sell homes and land, declining demand for new homes, and tighter lending scandards
due to turmoil in mortgage finance and credic markets, We expect housing market and general economic conditions to
remain difficult and possibly worsen in 2009. And, while we believe that long-term fundamentals for the housing sector
remain strong, and that current negative conditions will stabilize over time, we cannot predict when a meaningful
recovery tn the housing market will occur.

We recognized early in 2006 that housing markets were slowing after several years of record growth. In response, we
shifted our strategic focus from expansion to an emphasis on capital preservation, inventory, overhead and debr reductien,
and cash generation. Entering fiscal 2009, with housing markets still in turmoil, we continue to emphasize three
priorities: maintaining a strong financial position; restoring the profirability of our homebuilding operations; and
positioning our business for an eventual housing market recovery, while adhering to the disciplines of our core
operarional business model, KBnxt.

KBnxt Operational Business Model. 'We began operating under the principles of our KBnxc operational business
model in 1997. The KBnxt operational business model seeks to generate greater operating efficiencies and return on
invesement through a disciplined, fact-based and process-driven approach to homebuilding that is founded on a constant
and systematic assessment of consumer preferences and market opportunities. The key principles of our KBnxt
operational business model include:

* gaining a decailed understanding of consumer location and product preferences through regular surveys;

* managing our working capital and reducing our operating risks by acquiring developed and entitled land at
reasonable prices in markets with high growch potential and disposing of land and interests in land that no longer
meet our strategic or investment goals;

* using our knowledge of consumer preferences to design, construcc and deliver the products homebuyers desire;
* in general, commencing construction of a home only after a purchase contract has been signed;

* building a backlog of net orders and reducing the time from initial construction to final delivery of homes to
customers;

* establishing an even flow of production of high quality homes at the lowest possible cost; and

» offering customers affordable base prices and the opportunity to customize their homes through choice of
location, floor plans and interior design options.

Our KBnxt operational business model is designed to help us accomplish several objectives in a disciplined manner:
build and maintain a leading position in our existing markets; expand our business into attractive new markets; exit
investments that no longer meet our return standards or marketing strategy; calibrate our product lines to consumer
preferences in both our existing and new markers; and achieve lower costs and economies of scale in acquiring and
developing land, purchasing building materials, subcontracting trade labor, and providing options to customers.

Qur expansion into new markets will depend on our assessment of a potential new market’s viability and our ability
to develop sustainable operations in that new market. We will also continue to consider potential asset acquisitions, as
market conditions may produce attractive opportunities, However, expansion into new markets and large acquisitions are
not a strategic priority for us in the near rerm.




Strategic Objectives.  Guided by the disciplines of our KBnxt operational business model and building on che
initiatives we have implemented in response to increasingly challenging market conditions, our primary strategic
objectives include:

* Maincaining a balanced geographic footprint and focusing on porential growth opportunicies in our existing
served markets. We believe this will allow us to efficiencly capitalize on the different rates at which we expect our
served markets to stabilize. We also believe that our existing served markets offer the most attractive long-term
growth prospects.

¢ Providing the best value and choice in homes and options for the first-time, first move-up and active adult
homebuyer. By promoting value and choice through an affordable base price and product customization, we
believe we can stand out from other homebuilders among our core customer base.

¢ Generating high levels of customer satisfaction and producing high quality homes. Achieving high customer
satisfaction levels is a key driver to our long-term success and delivering quality homes is critical to achieving
high customer satisfaction.

* Maingaining ownership or control over a forecasted chree-to-four-year supply of developable land. Keeping our
inventory in line with our future sales expectations maximizes the use of our working capital, enhances our
liquidity and helps us maintain a scrong balance sheet to support long-term strategic investments.

* Improving the affordability of our homes and lowering our production costs by redesigning and reengineering
our products, building smaller homes, reducing production cycle times and direct construction costs, and
targeting our pricing to median income levels in our served markets. We believe making our homes more
affordable to our core customer base, with corresponding decreases in our preduction costs, will help us compete
with resales and foreclosures, generate revenues and maintain our margins during the current housing market
downturn and position us for longer-term profic growth.

* Restoring the profitability of our homebuilding operations by continuing to align our cost struccure with the
expected size and growth of our business, generating and preserving free cash flow and maximizing the
performance of our invested capital.

Marketing Straregy.  Our marketing strategy focuses on differentiating che KB Home brand from resale homes and
from homes sold through foreclosures and by other builders. We believe that our Built to Order™™ message generates a
high perceived value for our products and our company among consumers. Built to Order emphasizes our unigue process
of partnering with our homebuyers to create a home built to their individual preferences as to a home design, layour,
square footage and homesite location, and to personalize their home interiors with features and amenities that meer their
needs and interests. Built to Order serves as the consumer face of core elements of our KBnxt operational business model
and ensures that our marketing strategy and advertising campaigns are closely aligned with our overall operational focus.

Our KB Home Studios are integral to our Built to Order approach to homebuying. These large showrooms allow
our hemebuyers to select from thousands of product and design options available for purchase as part of the original
construction of their homes. The coordinated efforts of our sales representatives and KB Home Studio consultants are
intended to provide high levels of customer satisfaction and lead to enhanced customer retention and referrals.

We are further differentiating the KB Home brand with an industry-leading environmental commitment. In 2008,
we launched our My Home. My Earth.® environmental initiative that is focused on the challenge of becoming 2 leading
environmentally friendly national company and issued our first sustainability report. In 2008, we were the first national
homebuilder co commit to installing exclusively ENERGY STAR™ appliances in all of our new homes. We also offer our
homebuyers an extensive line of high-value, low-cost products through our KB Home Studios that can help minimize the
environmental impact of the homes chey purchase.

During 2008, we continued to focus our marketing initiatives on first-time, first move-up and active adule
homebuyers. These historically have been our core customers and it is among these groups that we see the greatest
potential for future home sales.




In 2009, our efforts to differentiate che value proposition of the KB Home Builc to Order homebuying experience
will continue with the introduction of new home designs that meet evolving market trends. We also will continue to
develop and promote our environmental sustainability initiatives.

Sales Strategy.  To ensure the consistency of our message and adherence to our Buile to Order approach, sales of our
homes are carried out by in-house teams of sales representatives who.work personally wich each homebuyer to create a
one-of-a-kind home that meets the homebuyer's style and budger.

Customer Service and Quality Control

Customer satisfaction is a high priority for us. We are committed to building and delivering quality homes. Qur on-
site construction supervisors perform regular pre-closing quality checks during the construction process to ensure our
homes meet our quality standards and our homebuyers’ expectations. We have personnel who are responsible for
responding to homebuyers’ post-closing needs, including warranty claims. We believe prompt and courteous responses to
homebuyers’ needs throughout the homebuying process reduces post-closing repair costs, enhances our reputation for
quality and service, and helps encourage repeat and referral business from homebuyers and the real estate community, Qur
goal is for our customers to be 100% satisfied with cheir new homes.

We provide a limited warranty on alt of our homes. The specific terms and conditions vary depending on the market
where we do business. We generally provide a structural warranty of 10 years, a warranty on electrical, heating, cooling,
plumbing and other building systems each varying from two to five years based on geographic market and state law, and a
warranty of one year for other components of a home.

Local Expertise

To maximize our KBnxt operational business model's effectiveness and help ensure its consistent execurion, our
employees are continuously trained on KBnxt operational principles and evaluated based on their achievement of relevant
KBnxt operational objectives. We also believe that our business requires in-depth knowledge of local markets in order to
acquire land in desirable locations and on favorable terms, to engage subcontractors, to plan communities that meet local
demand, to anticipate consumer tastes in specific markets and to assess local regulatory environments. Accordingly, we
operate our business through local divisions with trained personnel who have local market expertise, We have experienced
management teams in each of our divisions. Alchough we have centralized certain functions (such as marketing,
advertising, legal, materials purchasing, purchasing administration, product development, archicecture and accounting}
to benefit from economies of scale, our local management exercises considerable autonomy in identifying land acquisition
opportunities, developing product and sales scrategies, conducting product operations and controlling costs.

Community Development and Land Inventory Management

Our community development process generally consists of four phases: land acquisition, land development, home
construction and sale. Hiscorically, the completion time of our communicy development process has ranged from six to
24 months in our West Coast segment to a somewhac shorter duration in our other homebuilding segments. The length
of the community development process varies based on, among other things, the extent of government approvals
required, the overall size of the communicy, necessary site preparation activities, weather conditions and marketing
results.

Although chey vary significantly, our communities typically consist of 50 to 250 lots ranging in size from 1,300 to
20,000 square feet. Depending on the community, we offer from two to five model home designs and premium lots often
containing more square footage, better views or location benefits. Qur goal is to own or control enough lots to meet our
forecasted production goals over the next three to four years.

Land Acquisition and Land Development. We are currently focused on maintaining a strong balance sheet and
positioning ourselves for future growth. Significant land acquisitions are not currently a strategic priority, but we will
consider attractive opportunities as they arise. When we do acquire and develop land, we do so consistent with our KBnxt
operational business model, which focuses on obtaining land containing fewer than 250 lots that are entitled and either
physically developed (referred to as “finished lots”) or partially finished. Acquiring finished or parcially finished lots
enables us to construct and deliver homes shortly after the land is acquired with minimal additional development




expenditures. This is a more efficient way to use our working capital and reduces the operating risks associated with
having to develop and/or entitle land, such as unforeseen improvement costs and/or changes in market conditions.
However, depending on market conditions, we may acquire undeveloped and/or unentitled land. We expect that the
overall balance of undeveloped, unentitled, enticled and finished lots in our inventory will vary over time.

Consistent with our KBnxt operational business model, we target geographic areas for porential land acquisitions
and assess the viability of our current inventory based on the results of periodic surveys of both new and resale homebuyers
in particular markets. Local, in-house land acquisition specialists conduct site selection research and analysis in targeted
geographic areas to identify desirable land or to evaluate whether an existing interest we hold is consistent with our
marketing strategy. We also use studies performed by third-party marketing specialists. Some of the factors we consider
in evaluaring land acquisition rargets and assessing current inventory are: consumer preferences; general economic
conditions; specific market conditions, with an emphasis on the prices of comparable new and resale homes in the market;
expected sales rates; proximity to metropolitan areas and employment centers; population and commercial growch
pacterns; estimared costs of completing lot development; and environmental marcers.

We generally scructure our land purchases and development activities to minimize or to defer the timing of cash and
capital expenditures, which enhances returns associated with new land investments. While we use a variety of techniques
ro accomplish chis, as further described below, we typically use agreements that give us an option right to purchase land at
a future darte at a fixed price for a small or no initial deposit payment. Our decision to exercise a particular option right is
based on the resules of due diligence and continued market viability analysis we conduct after entering inte an agreement.
In some cases, our decision to exercise an option may be conditioned on the land seller obraining necessary entitlements,
such as zoning rights and environmental approvals, and/or physically developing the land by a pre-determined date to
allow us to build homes relatively quickly. Depending on the circumstances, our initial deposit payment for an option
right may or may not be refundable to us if we do not purchase che underlying land.

In addition to acquiring land under option agreements, we may acquire land under agreements that condition our
purchase obligation on our satisfaction with the feasibility of developing the land and selling homes on the land by a
certain future date, consistent with our investment standards. Our option and other purchase agreements may also allow
us o phase our land purchases and/or lot development over a period of time and/or upon the satisfaction of certain
conditions, We may also acquire land with seller financing that is non-recourse to us, or by working in conjunction with
third-party land developers. Our land option contracts generally do not contain provisions requiring our specific
performance.

As previously noted, under our KBnxt operational business model, we generally attempt to minimize our land
development costs by focusing on acquiring finished or partially finished lots. Where we purchase unentitled and
unimproved land, we typically use option agreements as described above and during the option period perform technical,
enviconmental, engineering and entitlement feasibility studies, while we seek to obrain necessary governmental
approvals and petrnits. These activities are sometimes done with the seller’s assistance and/or at the seller’s cost. The
use of option arrangements in this context allows us to conduct chese development-related activities while minimizing
our inventory levels and overall financial commirments, including interest and other carrying costs. It also improves our
ability to accurately estimate development costs prior ro incurring them, an impertant element in planning communities
and pricing homes.

Before we commit to any land purchase or dispose of any interest in land we hold, our senior corporate management
carefully evaluates each asset based on the results of our local specialists’ due diligence and a set of strice financial
measures, including, but not limited to, gross margin analyses and specific discounted, after-tax cash flow internal race of
return requirements, Potential land acquisition or disposal transactions are subject to review and approval by our
corporate land comrmittee, which is composed of senior corporate and regional management. The stringent criteria
guiding our land acquisition and disposition decisions have resulted in our maintaining inventory in areas that we believe
generally offer beteer returns for lower risk, and lower cash and capital investment.

In light of difficult market conditions, we have seld some of our land and interests in land and have abandoned a
portion of our options to acquire land. Consistent with our KBnxt operational business model, we determined that these
properties no longer met our strategic needs or our internal investment standards. If market conditions remain
challenging, as we expect, we may sell more of our land and interests in land, and we may abandon or try to sell more
options to acquire land.




The following table shows the number of inventory lots we owned, in various stages of development, or controlled
under option contracts in our homebuilding segments as of November 30, 2008 and 2007. The table does not include
approximately 316 acres optioned as of November 30, 2008 and 376 acres optioned as of November 30, 2007 that had
not yet been approved for subdivision into lots.

Total Lots
| Homes/Lots in Land Under Lots Under Owned or
Production Development QOption Under Option
2008 2007 2008 2007 2008 2007 2008 2007
WeseCoast . ... 7,257 8,174 1,826 2,961 1,018 3,598 10,101 14,733
Southwest . .................. 4853 7,059 1,784 2,866 3,551 5,743 10,188 15,668
Central . ........ ...t 7,643 9,944 2454 3,257 1,840 2472 11,937 15,673
Southeast. . . ............ . ..., 5326 1916 4,369 2,888 5,102 8,830 14,797 19,634
Total ... ... 25,079 33,093 10,433 11,972 11,511 20,643 47,023 65,708

Reflecting our geographic diversity and balanced operations, as of November 30, 2008, 22% of the lots we owned or
controlied were located in the West Coast reporting segment, 22% were in the Southwest reporting segment, 25% were
in the Central reporting segment, and 31% were in the Southeast reporting segment.

The following table shows the dollar value of inventory we owned in various stages of development or controlled
under option contracts in out homebuilding segments as of November 30, 2008 and 2007 (in thousands):

‘Total Lots
Homes/Lots in Land Under Lots Under Owned or
Production Development Option Under Option
2008 2007 2008 2007 2008 2007 2008 2007

West Coast. . ........ $ 954,522 $1,020,637 $ 52,339 $192,790 $§ 68,600 $199,396 § 975,461 $1,412,823
Southwest .......... 192,530 491,098 96,073 161,820 24,673 34,357 313,276 687,275
Central ............ 300,454 420,811 38,688 39,802 53,358 53,248 392,500 533,861
Southeast . . . ........ 252,541 464922 127241 131,009 45,697 82,530 425479 678,461
Total . ...... $1,600,047 $2,397 468 $314,341 $545,421 $192,328 $369,531 $2,106,716 $3,312,420

Home Construction and Sale. Following the purchase of land and, if necessary, the completion of the entitlement
process, we typically begin markering homes for sale and constructing model homes. The cime required for construcrion
of our homes depends on the weather, time of year, local labor supply, availability of marerials and supplies and other
factors. ‘To minimize the costs and risks of standing inventory, we generally begin construction of a home only when we
have signed a purchase contract with a homebuyer. However, cancellations of home purchase contracts prior to the
delivery of the underlying homes may cause us to have standing inventory of completed or partially completed homes.

We act as the general contractor for the majority of our communities and hire subcontractors for all production
activities. The use of subcontractors enables us to reduce our investment in direct labor costs, equipment and factlities.
Where practical, we use mass production techniques and pre-made, standardized components and materials to streamline
the on-site production process. We have also developed programs for national and regional purchasing of certain building
materials, appliances and other items to take advantage of economies of scale and to reduce costs through improved
pricing and, where available, participation in manufacturers’ or suppliers’ rebate programs. As part of our My Home. My
Earth. environmental initiative, we have begun to integrate products, materials and construction practices into our home
building process in certain areas to reduce the environmental impact of our operations and the homes we build. At all
stages of production, our administrative and on-site supervisory personnel coordinate the activities of subcontractors and
subject their work to quality and cost controls. As pare of our KBnxt operational business model, we also emphasize
even-flow production methods to enhance the quality of our homes and minimize production costs.

Backlog

We sell our homes under standard purchase contracts, which generally require a customer deposit at the time of
signing. The amount of the deposit required varies among markets and communities. Homebuyers are also generally
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required to pay additional deposits when they select options or upgrades for their homes. Most of our home purchase
contracts stipulate that if a homebuyer cancels 2 contract with us, we have the right to retain the homebuyer's deposits.
However, we generally permic homebuyers to cancel cheir obligations and ebtain refunds of all or a portion of theic
deposits in the event mortgage financing cannot be obeained within a period of time, as specified in their concract.

“Backlog” consists of homes that are under contract but have nor yet been delivered. Ending backlog represents the
number of homes in backlog from the previous period plus the number of net orders (new orders for homes less
cancellations} taken during the current period minus the number of homes delivered during the current period. The
backlog at any given time will be affected by cancellations. In addition, deliveries of new homes typically increase from
the first to the fourth quarter in any year,

Our backlog at November 30, 2008, excluding unconsolidated joint ventures, consisted of 2,269 homes, down 64%
from the 6,322 homes in backlog 2t year-end 2007, Qur backlog represented future housing revenues of approximately
$521.4 million at November 30, 2008 and $1.50 billion at Novembet 30, 2007. Our backlog ratio was 82% for the
fourth quarter of 2008 and 689 for the fourth quarter of 2007, as we experienced fewer cancellations in the fourth quarter
of 2008. (Backlog ratio is defined as homes delivered as a percentage of beginning backlog in the quarter.)

The significant decrease in backlog levels in 2008 reflects the aggregate impact over the past several quarters of
successive negative year-over-year net order results, lower average selling prices, and our strategic initiatives to reduce our
inventory and active community counts to align with reduced housing markert activity. Our net orders declined 58% to
8,274 in 2008 from 19,490 in 2007. Qur average cancellation rate based on net orders in 2008 was 41%, compared to an
average of 42% in 2007. During the fourth quarter of 2008, cur net orders decreased 50% from the fourth quarter of
2007, with decreases occurring in each of our homebuilding segments. The lower level of net orders reflects our reduced
active community counts compared to the year-earlier fourth quarter, as well as our strategic decisions to wind down or
exit certain communities as backlog is delivered and to discontinue product in particular communities as pare of a
product transition initiative.




The following table shows homes delivered, net orders, cancellation rates {based on gross orders) and ending backlog
by repotting segment and with respect to our unconsolidated joint ventures for each quarter during the years ended

November 30, 2008 and 2007:

Uncensolidated
West Coast  Southwest Central Southeast Total Joint Ventures
Homes delivered
2008
First . i s 614 740 899 675 2,928 75
Second . ... e 603 534 863 810 2,810 74
Third ... ... . e 731 425 745 887 2,788 45
Fourth, . .. ... ... . .. i 1,024 694 841 1,353 3,912 68
Total . .. oo e 2,972 2,393 3,348 3,725 12,438 262
2007
FIrst . oo e 895 1,185 1,427 1,629 5,136 8
Second .. ... .. ... e, 950 1,061 1,236 1,529 4776 11
Thitd . .. o e e e 1,252 1,133 1,433 1,881 5,699 13
Fourth. . .. .. ... .. o i 1,860 1,476 2,214 2,582 8,132 93
Total . . .o e 4,957 - 4,855 6,310 7,621 23,743 127
Net ordetrs
2008
| ST R 539 186 231 493 1,449 48
Second . ... e 977 760 964 1,499 4,200 131
Third . ... e e 361 282 506 180 1,329 39
Fourth, . . ... ... i 375 207 353 361 1,296 17
Total , . ... ... . 2,252 1,435 2,054 2,533 8,274 235
2007
| G 5 O 1,467 1,108 1,333 1,836 5,744 85
Second . ... ... ... e 1,673 1,437 1,903 2,252 7,265 109
Third ... . 713 604 1,370 1,220 3,907 79
Fourth. . .. . ... .. i 679 482 660 753 2,574 9
Total . ..o e e 4,532 3,631 5,200 6,061 19,490 282
Cancellation Rates
2008
First . . oo i i s 41% 56% 0% 50% 53% 45%
Second ... ... e s 29% 21% 31% 26% 27% 24%
Third . ... e 48% 37% 43% 74% 51% 57%
Fourth. . .. ... o 42% 40% 48% 50% 46% 71%
Total . . ..o 38% 34% 45% 43% 41% 43%
2007
Y 28% 349 40% 34% 34% 19%
Second . ........ ... 30% 30% 39% 33% 34% 5%
Third .. ... . 57% 51% 47% 49% 50% 43%
Fourth. . .. ... ... . .. .. . . ... 58% 55% 61% 57% 58% 92%
Total . . . .. .. 41% 40% 45% 41% 429% 449
Ending backlog — homes
2008
First . . . . .. e e 1,115 752 1,343 1,633 4,843 182
Second . ... .. e 1,489 078 1,444 2,322 6,233 239
Third . ..o ot e e 1,119 835 1,205 1,615 4,774 233
Fourth(a) ......... ... ... v 581 348 717 623 2,269 71
2007
3T 2,187 2,453 2,961 3,582 11,183 131
Second . ... ... . e 2,910 2,829 3,628 4,305 13,672 229
Third . ... ... . 2,371 2,300 3,565 3,644 11,880 295
Fourth, . ... ... ... . . i e 1,190 1,306 2,011 1,815 6,322 209




Unconsolidated

West Coast Southwest Central Southeast Total Joint Venrures
Ending backlog — value, in thousands
2008
First............ oo $ 438,505 $179,114 $236,725 $ 376,872 $1,231,216 $§ 77,196
Second . .......... ...l 516,073 222,279 260,404 467,141 1,465,897 101,748
Thied .. ... 391,525 190,279 230,154 321,321 1,133,279 136,918
Fourth{a) ....................... 211,713 74,488 120,954 114,231 521,386 33,192
2007
First ... $1,054,825 $640,856 $494,429 § 846,070 $3,036,180 $ 42,401
Second ... ... ...l 1,357,973 733,211 633,775 1,012,098 3,737,057 84,773
Thied .. ... 1,042,194 590,711 599,400 834,588 3,066,893 108,821
Fourth. . ........... ... .o ol 466,726 313,120 312,952 406,037 1,498,835 80,523

(2) Ending backlog amounts have been adjusted to reflect the consolidation of previously unconsolidated joint ventures
during the fourth quarter of 2008.

Land and Raw Materials

We currently own or control enough land to meet our forecasted production goals for approximately the next three
to four years, and believe that we will be able to acquire land on acceptable terms for our anticipated future needs.
However, as discussed above, we have recently sold some of our land and abandoned options to purchase land in order to
balance our holdings with current and forecasted market conditions and we may sell additional land or land interests in
2009. In 2008, our land sales generated $82.9 million of revenues and $82.8 million of pretax losses, including
$86.2 million of impairments. Our land option contract abandonments resulted in pretax, noncash charges of
$40.9 million in 2008.

The principal raw materials used in the construction of our homes are concrete and forest products. In addition, we
use a variety of other construction materials in the homebuilding process, including sheetrock, plumbing and electrical
items. We atrempt to maintain efficient operations by using pre-made, standardized materials thar are commerciaily
available on competitive terms from a variety of sources. In addition, our centralized or regionalized purchasing of certain
building materials, appliances and fixtures allows us to benefit from large quancity purchase discounts and, in some cases,
manufacturer or supplier rebates. When possible, we make bulk purchases of these products at favorable prices from
manufacturers and suppliers and often instruct subcontractors to submit bids based on these prices.

Customer Financing

On-site representatives at our communities facilitate sales by offering to arrange mortgage financing for prospective
homebuyers through our Countrywide KB Home Loans retail mortgage banking joint venture. Alchough our homebuyers
may obtain financing from any qualified lender, we believe that the ability of Countrywide KB Home Loans to offer customers
a variety of financing options on competitive terms as a part of the en-site sales process is an important factor in completing
sales. This includes both fixed and adjustable rate mortgages under conventional, FHA-insured and VA-guaranteed mortgages,
and mortgages through revenue bond programs sponsored by states and municipalities. Countrywide KB Home Loans
originated loans for 80% of our customers who obrained mortgage financing in 2008 and 72% in 2007.

Discontinued Operations

In July 2007, we sold our 49% interest in our publicly traded French subsidiary, Kaufman and Broad, S.A.
(“KBSA™). The disposition of the French operations enabled us to invest additional resources in our demestic home-
building operations and we have since operated exclusively in the United States. The sale generated total gross proceeds of
$807.2 million and a pretax gain of $706.7 million ($438.1 million net of income taxes). As a result of the sale, the
French operations are presented as discontinued operations in our consolidated financial statements in 2007 and 2006.
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Employees

We employ a trained staff of land acquisition specialists, architects, planners, engineers, construction supervisors,
marketing and sales personnel, and finance and accounting personnel, supplemented as necessary by outside consultants,
who guide the development of our communities from their conception through the marketing and sale of completed homes.

At December 31, 2008, we had approximately 1,600 full-time employees in our operations, compared to
approximately 3,100 ar December 31, 2007. None of our employees are represented by a collective bargaining agreement.

Competition and Other Factors

We believe the use of our KBnxt operational business model, particularly the aspects thar involve gaining a deeper
understanding of customer interests and needs and offering a wide range of choices to homebuyers, provides us with long-
term competitive advantages. The housing industry is highly competitive, and we compere with numerous homebuilders
ranging from regional and national firms to small local builders primarily on the basis of price, location, financing,
design, reputation, quality and amenities. In addition, we compete with housing alternatives other than new homes,
including resale homes, foreclosed homes and rental housing. In certain markets and at cimes when housing demand is
high, we also compete with other builders to hire subcontractors.

During 2008, difficulc operating conditions prevailed across most U.S. housing markets. The supply of unsold
homes in the marketplace increased substantially, exacerbated by record-high mortgage defaults and foreclosures. Many
consumers wete no longer able to afford cheir mortgage payments or were unable to refinance homes when their principal
payments became due. Meanwhile, demand for new homes was constrained by weak consumer confidence, a downturn in
the general economy and job markets, and tightening consumer mortgage lending standards. This protracted supply/
demand imbalance intensified competition among homebuilders for orders throughout the year and produced relentless
downward pressure on home prices. We expect this tough market environment to continue, and pessibly worsen, in
2009.

Financing

We do not generally finance the development of our communities with project financing. By “project financing,” we
mean proceeds of loans specificaily obtained for, or secured by, particular communities. Instead, our operations have been
primarily funded by results of operations, public debt and equity financing, and borrowings under our unsecured
revolving credit facility with various banks (the “Credic Facility”).

Regulation and Environmental Matters

As part of our due diligence process for all land acquisitions, our policy is to use third-party environmental
consultants to investigate for environmental risks and to require disclosure from land sellers of known environmental
risks. Despite these precautions, there can be no assurance that we will avoid material liabilities relating to the removal of
toxic wastes, site restoration, monitoring or other environmental matters affecting properties currently or previously
owned by us. No estimate of any potential liabilities can be made although we may, from time to time, purchase property
that requires modest environmencal clean-up costs after appropriate due diligence. In such instances, we take steps prior
to acquisition to gain assurance as to the precise scope of work required and the costs associated with removal, site
restoration and/or menitoring, using detailed investigations performed by environmental consultants, To the excent
contamination or other environmental issues have occurred in the past, we will attempt to recover restoration costs from
third parties, such as the generators of hazardous waste, land sellers or others in the prior chain of title and/or their
insurers. Based on these practices, we anticipate that it is unlikely that environmental clean-up costs will have a material
effect on our future consolidated financial position or resules of operations. We have not been notified by any
governmental agency of any claim chac any of the properties owned or formerly owned by us are identified by the
1.5, Environmental Protecrion Agency ("EPA”)as being a “Superfund” ¢lean-up site requiring remediation, which couid
have a material effect on our future consolidated financial position or results of operations. Costs associated with the use of
environmental consultants are not material to our consolidated financial position or results of operations.
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Access to Qur Information

Wee file annual, quarterly and current reports, proxy statements and other information with the Securities and Exchange
Commission (“SEC"). We make cur public SEC filings available, at no cost, through our website http://www.kbho-
me.com, as soon as reasonably practicable after che report is electronically filed wich, or furnished to, the SEC. We will
also provide these repotts in electronic or paper format free of charge upon request made to our investor relations
department at investorrelations@kbhome.com or at cur principal executive offices. Qur SEC filings are also available to
the public over the Interner at the SEC's website at heep:/fwww.sec.gov. The public may also read and copy any document
we file at the SEC’s public reference room located at 100 F Screee NLE., Washington, D.C, 20549. Please call the SEC at
1-800-SEC-0330 for further information on the operation of the public reference room.

Itern 1A, RISK FACTORS

The following important factors could adversely impact our business. These factors could cause our actual resules to
differ materially from che forward-looking and other statements (i} we make in registration statements, periodic reports
and other filings with the SEC and from time to time in our news releases, annual teports and other written reports or
communicactions, and (ii} made orally from time to time by our representatives.

The homebuilding industry fs experiencing a prolonged and severe downturn that may continue for an indefinite
period and adversely affect our business and results of operations compared to prior periods.

In 2008 and 2007, many of our served markets and the U.S. homebuilding industry as a whole continued to
experience a significant and sustained decrease in demand for new homes and an oversupply of new and existing homes
available for sale, conditions that generally began in 2006. In many markets, a rapid increase in new and existing home
prices in the years leading up to and including 2006 reduced housing affordability relative to consumer incomes and
tempered buyer demand. At the same time, investors and speculators reduced cheir purchasing activity and instead
stepped up their efforts to sell residential property chey had earlier acquired. These trends, which were more pronounced
in markets thac had experienced the greatese levels of price appreciation, resulted in overall fewer home sales, greater
cancetlations of home purchase agreements by buyers, higher inventories of unsold homes and the increased use by
homebuilders, speculators, investors and others of discounts, incentives, price concessions and other markering efforts to
close home sales in 2008 and 2007 compared to the past several years. In 2008 and 2007, these negative supply and
demand trends were exacerbated by increasing foreclosure activity that reached successive record highs, a severe downturn
in general economic conditions, weakening employment trends, turmoil in credit and consumer lending markets and
tighter lending standards.

Reflecting the impace of this difficult environment, we, like many other homebuilders, experienced a large drop in
net orders, a decline in the average selling price of new homes sold and a reduction in our margins in 2008 and 2007
relative to prior years, and generated operating losses, We can provide no assurances that the homebuilding market will
improve in the near future. In fact, we expect the weakness to continue, and possibly worsen, in 2009 and have a
corresponding adverse effect on our business and our results of operations, including, but not limited to, lower home sales
and revenues.

Further tightening of mortgage lending or morigage financing requivements or further turmoil in credit and
mortgage lending markets conld adversely affect the availability of credit for some potential purchasers of our homes
and thereby reduce our sales.

During 2008 and 2007, the mortgage lending and mortgage finance industries experienced significant instability
due to, among other things, detinquencies, defaults and foreclosures on home loans and a resulting decline in their market
value, particularly subprime and adjustable-rate loans. A number of providers, purchasers and insurers of such loans have
gone out of business or exited the matket. In light of these developments, lenders, investors, regulators and others
questioned the adequacy of lending standards and other credit requirements for several loan programs made available to
borrowers in recenc years. This has led to reduced investor demand for mertgage loans and mortgage-backed securities,
tightened credit requirements, reduced liquidity, increased credit risk premiums and regularory actions. Deterioration in
credit quality among subprime, adjustable-rate and other nonconforming loans has caused most lenders to stop offering
such lean products. Fewer loan products and providers and tighter loan qualifications in curn make it more difficult for
some categories of borrewers to finance the purchase of our homes or the purchase of existing homes from potential
move-up buyers who wish to purchase one of our homes. In general, these developments have resulted in a reduction in
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demand for our homes and slowed any general improvement in the housing market. Furthermore, they have resulted ina
reduction in demand for the morcgage loans originated through our Countrywide KB Home Loans joint venture. These
reductions in demand have had, and are expected to concinue to have, a materially adverse effect on our business and
results of operations in 2009.

Many of our homebuyers obrain financing for their home purchases from Countrywide KB Home Loans. Our partner, a
Bank of America, N.A. subsidiary, provides the loan products that the joint venture offers to our homebuyers, If our partner
refuses or is unable to make loan products available to the joint venture to provide to our homebuyers, our results of operations
may be adversely affected.

Our strategies in responding to the adverse conditions in the homebuilding industry bave had limited success, and
the continued implementation of these and other strategies may not be successful.

While we have been successful in generating positive operating cash flow and reducing our invenrories in 2008 and
2007, we have done so at significantly reduced gross profit levels and have incurred significant asset impairment charges.
Moreover, many of our strategic initiatives to generate cash and reduce our inventories have involved lowering overhead
chrough workforce reductions, for which we incurred significant costs, and reducing our active community counts
through strategic wind downs or market exits, curbs in development and sales of land interests. These strategic steps have
resulted in our generating successively fewer net orders, homes delivered and revenues compared to prior periods, and
contributed to the net losses we recognized in 2008 and 2007. Also, in 2008, notwithstanding our sales strategies, we
continued to experience volatility in cancellations of home purchase contracts. We believe that the volatile cancellation
rates largely reflected a decrease in homebuyer confidence based on sustained home price declines, increased offerings of
sales incentives in the marketplace for both new and existing homes and generally poor economic conditions, all of which
prompted homebuyers to forgo or delay home purchases. The more restrictive mortgage lending environment and the
inability of some buyers to sell their existing homes have also led to lower demand for new homes and higher
cancellations. Many of these factors affecting new orders and cancellation rates are beyond our control. It is uncertain how
long these factors, and the reduced sales levels and volatility in cancellations we have experienced will continue. To the
extent that they do, we expect that they will have a negative effect on our business and our results of operations.

Our business is cyclical and is significantly affected by changes in general and local economic conditions.

Our business can be substantially affected by adverse changes in general economic or business condittons thart are
outside of our control, including changes in:

* short- and long-term interest rates;

* the availability of financing for homebuyers;

* consumer confidence generally and the confidence of potential homebuyers in particular;

* U.S. and global financial system and credic market stability;

s private and federal morcgage financing programs and federal and stace regulation of lending practices;

* federal and state income tax provisions, including provisions for the deduction of martgage interest payments;
¢ housing demand from population growth and demographic changes, among other factors;

* the supply of available new or existing homes and other housing alternatives, such as aparcments and other
residential rental properry;

» employment levels and job and personal income growth; and
* real estare raxes.

Adverse changes in these condirions may affect our business nationally or may be more prevalent or coneentrated in
particular regions or localities in which we operate. In 2008 and 2007, unfavorable changes in many of these factors
negatively affected all of our served markets, and we expect the widespread nature of the downturn in the housing market
to continue in 2009. A continued downturn in the economy would likely worsen the unfavorable trends the housing
market experienced in 2008 and 2007.

Weacher conditions and natural disasters, such as earthquakes, hurricanes, tornadoes, floods, droughts, fires and
other environmental conditions, can also impair our homebuilding business on a local or regional basis. Civil unrest or
acts of terrorism can also have a negative effect on our business.
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Fluctuating lumber prices and shortages, as well as shorrages or price flucruations in other building materials or
commedities, can have an adverse effect on our business. Similarly, labor shortages or unrest among key trades, such as
carpenters, roofers, electricians and plumbers, can delay the delivery of our homes and increase our costs.

The potential difficulties described above can cause demand and prices for our homes to diminish or cause us to take
longer and incur more costs to build our homes. We may not be able to recover these increased costs by raising prices
because of market conditions and because the price of each home we sell is usually set several months before the home is
delivered, as our customers typically sign their home purchase contracts before construction begins. The potential
difficulties described above could cause some homebuyers to cancel or refuse to honor their home purchase contracts
altogether. In fact, reflecting the difficulc conditions in our served markecs, we continued to experience volatile hore
purchase contract cancellation rates in 2008 and we may experience similar volatility in 2009.

Supply shortages and other risks related to demand for building materials andior skilled labor could increase costs
and delay deliveries.

There is a high level of competition in the homebuilding industry for skilled labor and building materials. Increased
costs or shorrages in building materials or skilled labor could cause increases in construction costs and construction
delays. We generally are unable to pass on increases in construction costs to customers who have already entered into
home purchase contracts, as the purchase contracts generally fix the price of the home at the time the contract is signed,
and may be signed well in advance of when construction commences. Furcher, we may not be able to pass on increases in
construction costs because of markec conditions. Sustained increases in construction costs due, among other things, to
pricing competicion for materials and skilled labor may, over time, decrease our margins.

Inflation may adversely affect us by increasing costs that we may not be able to recover, particularly if sales prices
decrease.

Inflation can have a long-term impact on us because increasing costs of land, materials and skilled labor may call for
us to increase sales prices of homes in order to maintain satisfactory margins. However, if the current challenging and
highly competitive conditions in the homebuilding market persist, we may further decrease prices in an attempt to
stimulate sales volume. Qur lowering of sales prices, in addition to impacting our margins on new homes, may also reduce
the value of our land inventory and make it more difficult for us to recover the full cost of previously purchased land with
new home sales prices or, if we choose, in disposing of land assets. In addition, depressed land values may cause us to
forfeir deposits on land option contracts if we cannot satisfactorily renegotiate the purchase price of the optioned land. We
may incur noncash charges for inventory impairments if the value of our owned inventory is reduced or for land option
contract abandonments if we choose not to exercise land option contracrs.

Reduced home sales may impair our ability to recoup development cosis or force us to absorb additional costs.

We incur many costs even before we begin to build homes in a community. Depending on the stage of development,
these include costs of preparing land, finishing and entitling lots, and installing roads, sewage and other utilities, as well
as taxes and other costs related to ownership of the land on which we plan to build homes. Reducing the rate at which we
build homes extends the length of time it takes us to recover these costs. Also, we frequently acquire options to purchase
land and make deposits that may be forfeited if we do not exercise the options wichin specified periods. Because of current
market conditions, we have strategically terminated some of these options, resulting in the forfeiture of deposits and
unrecoverable due diligence and development costs.

The value of the land and bousing inventory we own or control may fall significantly and onr profits may decrease.

The value of the land and housing inventory we currently own or control depends on market conditions, including
estimates of future demand for, and the revenues that can be generated from, such inventory, The marker value of our land
inventory can vary considerably because there is often a significant amount of time between our initial acquisition or
optioning of land and the delivety of homes on that land. The downturn in the housing market has caused che fair value of
certain of our owned or controlled inventory to fall, in some cases well below the estimated fair value at the time we
acquired it. Because of our assessments of fair value, we have been required to write down the carrying value of cerrain of
our inventory, including certain inventory that we have previously written down, and take corresponding noncash
charges against our earnings to reflect the impaired value. We have also abandened our interests in certain land inventory
that no longer meets our internal investment standards, which also tequited us to take noncash charges. If the current
downturn in the housing market continues, we may need to take additional charges against our earnings for inventory

14

_ -




impaitments or land option contract abandonments, or both. Any such noncash charges would have an adverse effect on
our consolidated resulrs of operations.

Some bomebuyers may cancel their home purchases because the required deposits are small and generally refundable.

Our backlog numbers reflect the number of homes for which we have entered into a purchase contract with a
customer but not yet delivered the home. QOur home purchase contracts typically require only a small deposit, and in
many srates, the deposit is fully refundable at any time prior to closing. If the prices for new homes decline, competitors
increase their use of sales incentives, interest rates increase, the availability of mortgage financing diminishes or there isa
further downtura in local or regional economies or the national economy, homebuyers may terminare their existing home
purchase contracts with us in order to negotiate for a lower price, explore other options or because they cannot, or become
reluccant to, complete the purchase. In 2008, 2007 and 2006, we experienced elevated and volacile cancellation rates, in
part because of these reasons. Continued elevated and volatile cancellation rates due to these conditions, or otherwise,
could have an adverse effect on our business and our results of operations.

Our long-term success depends on the availability of improved lots and undeveloped land that meet our land
investment criteria.

The availability of finished and partially developed lots, and undeveloped land for purchase that meet our internal
investment standards depends on a number of factors ourside of our control, including land availability in general,
competirion with other homebuilders and land buyers for desirable property, inflation in land prices, zoning, allowable
housing density and other regulatory requirements. Should suitable lots or land become less available, the number of
homes we may be able to build and sell could be reduced, and the cost of attractive land could increase, perhaps
substantially, which could adversely impact our results of operations including, bur not limited to, our margins.

Home prices and sales activity in the particular markets and regions in which we do business affect our results
of operations because our business is concentrated in these markets.

Home prices and sales activity in some of our key served markets have declined from time to time for market-
specific reasons, including adverse weather, lack of affordability or economic contraction due to, among other things, the
failure or decline of key industries and employers. If home prices or sales activiry decline in one or more of our key served
markets, particularly in Arizona, California, Florida, Nevada or Texas, our costs may not decline at all or at the same rate
and, as a result, our overall results of operations may be adversely affected.

Interest rate increases or changes in federal lending programs or regulation could lower demand for our bomes.

Nearly all of our customers finance the purchase of their homes. Prior to 2006, historically low interest races and the
increased availability of specialized mortgage products, including mortgage products tequiting no or low down
payments, and interest-only and adjustable rate mortgages, had made homebuying more affordable for a number of
customers and more available to customers with lower credit scores. Increases in interest rates or decreases in the
availability of mortgage financing or of certain mortgage programs, as discussed above, may lead to fewer mortgage loans
being provided, higher down payment requirements or monthly mortgage costs, ot a combination of the foregoing, and,
as a result, reduce demand for our homes.

Increased interest rates can also hinder our ability to realize our backlog because our home purchase contracts
provide our customers with a financing contingency. Financing contingencies allow customers to cancel their home
purchase contracts in the event they cannot arrange for adequate financing.

Because the availability of Fannie Mae, Freddie Mac, FHA- and VA-backed mortgage financing is an imporrant
factor in marketing and selling many of our homes, any limitations or restrictions in the availability of such government-
backed financing could reduce our home sales and adversely affect our results of operations. This may occur as a result of
the federal government’s conservarorship of Fannie Mae and Freddie Mac in 2008.

Tax law changes could make home ownership more expensive or less attractive.

Significant expenses of owning 2 home, including mortgage interest expense and real estate taxes, generally are
deductible expenses for the purpose of calculating an individual’s federal, and in some cases state, taxable income, subject
to various limitations, under current tax law and policy. If the federal government or a stare government changes income
tax laws, as some policy makers have discussed recently, by eliminating or substanrially reducing these income tax
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benefits, the after-tax cost of owning a new home would increase substantially. This could adversely impact demand for
and/or sales prices of new homes.

We are subject to substantial legal and regulatory requiremenits regarding the development of land, the
bomebuilding process and protection of the environment, which can cause us to suffer delays and incur costs
associated with compliance and which can probibit or restrict homebuilding activity in some regions or areas.

Our homebuilding business is heavily regulated and subject to an increasing amount of local, state and federal regulation
concerning zoning, resource protection and other environmental impacts, building design, construction and similar matters.
These regularions often provide broad discretion to governmental authorities that oversee these marters, which can result in
unanticipated delays or increases in the cost of a specified project or a number of projects in particular markets. We may also
experience periodic delays in homebuilding projects due to building moratoria and permitting requirements in any of the areas
in which we operate.

We are also subject to a variety of local, state and federal statutes, ordinances, rules and regularions concerning the
environment, and recently entered into a consent decree with the EPA and cerrain states concerning our storm water
pollution prevention practices. These laws and regulations and the consent decree may cause delays in construction and
delivery of new homes, may cause us to incur substantial compliance and other costs, and can prohibit or severely restrict
homebuilding activity in certain environmentally sensitive regions or areas. In addition, environmental laws may impose
liability for the costs of removal or remediation of hazardous or toxic subsrances whether or not the developer or owner of
the property knew of, or was responsible for, the presence of those substances. The presence of those substances on our
properties may prevent us from selling our homes and we may alsoe be liable, under applicable laws and regulations or
lawsuits brought by private parties, for hazardous or toxic substances on properties and lots that we have sold in the past.

Further, a significant portion of our business is conducted in California, one of the most highly regulated and
litigious states in the country. Therefore, our potential exposure to losses and expenses due to new laws, regulations or
litigation may be greater than other homebuilders with a less significant California presence.

The mortgage banking operations of Councrywide KB Home Loans ate heavily regulated and subject to the rules
and regulations promulgated by a number of governmental and quasi-governmental agencies. There are a number of
federal and state statutes and regulations which, among other things, prohibit discrimination, establish underwriting
guidelines that include obtaining inspections and appraisals, require credit reports on prospective borrowers and fix
maximum loan amounts. A finding that we or Councrywide KB Home Loans materially violated any of the foregoing
laws could have an adverse effect on our results of operations.

We are subject to a Consent Order that we entered into with the Federal Trade Commission in 1979 and related
Consent Decrees that were entered into in 1991 and 2005. Pursuant to the Consent Order and the relared Consent
Decrees, we provide explicic warranties on the quality of our homes, follow certain guidelines in advertising and provide
certzin disclosures to prospective purchasers of our homes. A finding that we have significantly violated the Consent
Order and/or the related Consent Decrees could result in substantial liabilities or penalties and could limit gur ability to
sell homes in certain markets.

Homebuilding and financial services are very competitive, and competitive conditions could adversely affect our
business or our financial results,

The homebuilding industry is highly competitive. Homebuilders compere not only for homebuyers, but also for
desirable land, financing, building materials, skilled management and trade labor. We compete in each of our served
markets with other local, regional and national homebuilders, including those with a sales presence on the Internet, often
within larger subdivisions conraining porticns designed, planned and developed by such homebuilders. These home-
builders may also have long-standing relationships with local labor, marerials suppliers or land sellers, which may
provide an advantage in their respective regions or local markets. We also compete with other housing alternatives, such
as existing home sales (including existing homes sold through foreclosures) and rental housing. The competitive
conditions in the homebuilding industry can result in:

» our delivering fewer homes;
* our selling homes at lower selling prices;

* our offering or increasing sales incentives, discounts or price concessions;
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* our experiencing lower profit margins;
» declining new home sales or increasing cancellations by homebuyers of their home purchase contracts with us;
* impairments in the value of our inventory and other assets;

¢ difficulty in acquiring desirable land that meets our investment return criteria, and in selling our interests in land
that no longer meet such criteria on favorable terms;

« difficulty in our acquiring raw materials and skilled management and labor ar acceprable prices; or
* delays in construction of our homes.

These competitive conditions may adversely affect our business and financial results by decreasing our revenues,
increasing our costs and/or diminishing growth in our local or regional homebuilding business. In che current downcurn
in the homebuilding industry, the reactions of our new home and housing alternative competitors are reducing the
effectiveness of our efforts ro achieve pricing stability, generate home sales, and reduce our inventory levels.

Homebuilding is subject to warranty and liability claims in the ordinary course of business that can be significant.

In the ordinary course of our homebuilding business, we are subject to home warranty and construction defect claims.
We record warranty and other reserves for the homes we sell based on historical experience in our served markets and our
judgment of the risks associated with the types of homes we build. We have, and require the majority of our subcontractors
to have, general liability, property, errors and omissions, workers compensation and other business insurance. These
insurance policies protect us against a portion of our risk of loss from claims, subject to cerrain self-insured retentions,
deductibles, and other coverage limits. Through our captive insurance subsidiary, we reserve for costs to cover our self-
insured and deducrible amounts under these policies and for any costs of claims and lawsuits, based on an analysis of our
historical claims, which includes an estimate of claims incurred but not yer reported. Because of the uncerrainties inherent to
these matters, we cannot provide assurance that our insurance coverage, our subcontractor arrangements and our reserves
will be adequate to address all our warranty and construction defect claims in the future, or that any potential inadequacies
will not have an adverse affect on our results of operations. Additionally, the coverage offered by and the availability of
general liability insurance for construction defects are currently limited and costly. There can be no assurance that coverage
will not be further restricted, increasing our risks, and become more costly.

Because of the seasonal nature of our business, our quarterly operating results fluctuate.

We have experienced seasonal fluctuations in our quarcerly operating results. We typically do not commence
significant construction on a home before a home purchase contract has been signed with a homebuyer. Historically, a
significant percentage of our home purchase contraces are entered into in the spring and summer months, and a
corresponding significant percentage of our deliveries occur in the fall and winter months. Construction of our homes
cypically requires approximately four monchs and weather delays chat often occur in late winter and early spring may
extend this period. As a result of these combined factors, we historically have experienced uneven quarterly results, with
lower revenues and operating income generally during the first and second quarters of the year. However, the increasingly
challenging marker conditions we experienced in 2008 resulted in lower sales in the spring and summer months and
correspondingly lower deliveries in the fall and winter months as compared to 2007, With the current difficult market
conditions expected to continue into 2009, we can make no assurances that our normal seasonal patterns will occur in the
near future.

Failure to comply with the covenants and conditions imposed by the apreements governing our indebtedness could
restrict futnre borrowing or cause our debt to become immediately due and payable.

Our Credir Facility and the indenture governing our outstanding public notes impose restrictions on our operations
and activities. The restrictions primarily relate to cash dividends, stock repurchases, incurrence of indebtedness, creation
of liens and asset dispositions, defaults with respect to other debt obligations and require maintenance of a maximum
debt to equity (or leverage) ratic, 2 minimum interest coverage ratio, and a minimum level of tangible net worth. If we
fail to comply with these restrictions or covenants, the holders of those debt instruments or the banks, as appropriate,
could cause our debt to become due and payable prior to maturity or could demand cthat we compensate them for waiving
instances of noncompliance. In addirtion, a default under the indenture for any of our notes or our Credit Facility could
cause a default with respect to our other notes or the Credit Facility, as the case may be, and result in the acceleration of the
maturity of all such defaulted indebtedness and our inabilicy to borrow under the Credic Facility, which would have a
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significant adverse effect on our ability to invest in and grow our business. Moreover, we may curtail our investment
activities and other uses of cash to maintain compliance with these restrictions and covenants.

We participate in certain unconsolidated joint ventures where we may be adversely impacted by the failure of the
unconsolidated joint venture or the other partners in the unconsolidated joint venture to fulfill their obligations.

We have investments in and commitments to certain unconsolidated joint ventures with unrelated straregic
pareners to acquire and develop land and, in some cases, build and deliver homes. To finance these activities, our
unconsolidated joint ventures often obtain loans from third-party lenders thar are secured by the uncensolidated joint
venture's assets. In certain instances, we and the other partners in an unconsolidated joint venture provide guarantees and
indemnities to lenders with respect to the unconsolidated joint venture's debt, which may be triggered under certain
condicions when the unconsolidated joint venture fails to fulfill its obligations under its loan agreements. Because we do
not have a controlling incerest in these unconsolidated joint ventures, we depend heavily on the other partners in each
unconsolidated joint venture to both (i} cooperate and make murtually acceprable decisions regarding the conduct of the
business and affairs of the unconsolidated joint venture and (ii) ensure that chey, and the uncensolidated joint venture,
fulfill their respective obligations to us and to third parties. If the other partners in our unconselidared joint ventures do
not provide such cooperation or fulfill these obligations due to their financial condition, strategic business interests
(which may be contrary to ours), or otherwise, we may be required to spend addirional resources (including payments
under the guarantees we have provided to the unconsolidated joint ventures’ lenders) and suffer losses, each of which
could be significant. Moreover, our ability ro recoup such expenditures and losses by exercising remedies against such
partners may be limited due to potential legal defenses they may have, their respective financial condition and other
CITCUMStances.

The downturn in the bousing market and the continuation of the disruptions in the credit markets could limit
our ability to access capital and increase our costs of capital or stockholder dilution.

We have historically funded our homebuilding and financial services operations wich internally generated cash flows
and external sources of debt and equity financing. However, during this downturn in the housing marker, we have relied
primarily on the positive operating cash flow we have generated to meet our working capital needs and repay outstanding
indebtedness. While we anticipare generating positive operating cash flow in 2009, principally through the receipt of
federal income tax refunds and from home and land sales, the prolonged downturn in the housing markets and the
disruption in the credit markets have reduced the availability to us of other sources of liquidiry.

As of November 30, 2008, we had $200.0 million of 8%% senior subordinated notes (the “$200 Million Senior
Subordinated Notes”) outstanding, which matured on December 15, 2008, We had sufficient cash on hand and redeemed
these notes upon their scheduled maturity, However, current marker conditions would significantly limit our ability to
replace this indebtedness if we chose to do so, particularly due to the lowering of our senior debr ratings by chree rating
agencies during 2008. Pricing in the public debt markets has increased substantially, and the indenture terms available in
these markets are generally more restrictive than those in our current indentures. Moreover, due to the deterioration in
the credit markets and the uncertainties that exist in the general economy and for homebuilders in particular, we cannot
be certain that we would be able to replace existing financing or secure additional sources of financing. In addition, the
significant decline in our stock price, the ongoing volatility in the stock markets and the reduction in our stockholders’
equity relative to our debt could also impede our access to the equity markets or increase the amount of dilution our
stockholders would experience should we seek or need to raise capital through issuance of equity.

While we believe we can meet our forecasted capiral requirements from our cash resources, future cash flow and the
sources of financing that we anticipate will be available to us, we can provide no assurance that we will be able o do so,
particularly if current difficult housing or credit market or economic conditions continue or deteriorate further. The
effects on our business, liquidity and financial results of these conditions could be material and adverse to us.

Our net operating loss carryforwards could be substantially limited if we experience an ounership change as defined
in the Internal Revenue Code.

Since the end of our 2007 fiscal year, we have generated significant net operating losses, (“NOLs"), and we may
generate additional NOLs in 2009. Under federal tax laws, we can use our NOLs (and certain relared tax credits) to offset
ordinary income tax on our future raxable income for up to 20 years, after which they expire for such purposes. Until they
expire, we can carry forward our NOLs (and certain related tax credits) that we do not use in any particular year to offset
income tax in future years.
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The benefits of our NOLs would be reduced or eliminated if we experience an “ownership change,” as determined
under Section 382 of the Incernal Revenue Code. A Section 382 “ownership change” occurs if a scockholder or a group of
stockholders who are deemed to own at least 5% of our commen stock increase their ownership by more than
50 percentage points over their lowest ownership percentage within a rolling three-year period. If an “ownership change”
occurs, Section 382 would impose an annual limit on the amount of NOLs we can use to offser income tax equal to the
product of the total value of our outstanding equity immediately prior to the “ownership change” (reduced by certain
items specified in Section 382) and the federal long-term tax-exempe interest rate in effect for the month of the
“ownership change.” A number of special rules apply to calculating this annual limir.

While the complexity of Section 382's provisions and the limired knowledge any public company has about che
ownership of its publicly-traded stock make it difficult to determine whether an “ownership change” has occurred, we
currently believe that an “ownership change” has not occurred. However, if an “ownership change” were to occur, the
annual limit Section 382 may impose could result in a material amount of our NOLs expiring unused. This would
significantly impair the value of our NOL assets and, as a result, have a negative impact on our financial position and
results of operations.

A decline in our tangible net worth and the resulting increase in our leverage ratio may place burdens on our ability
to comply with the terms of our indebtedness, may restrict our ability to operate and may prevent us from fulfilling
our obligations.

The amount of our debt could have imporrant consequences. For example, it could:

e limit our ability ro obtain future financing for working capital, capital expenditures, acquisitions, debrt service
requirements or other requirements;

* require us to dedicate a substantial portion of our cash flow from operations to the payment of our debt and reduce
our ability to use our cash flow for other purposes;

¢ impact our flexibility in planning for, or reacting to, changes in our business;
* place us at a competitive disadvantage because we have more debt than some of our competitors; and

* make us more vulnerable in the event of a further downturn in our business or in general economic conditiens.

Our ability ro meet our debrt service and other obligations will depend upon our future performance. Qur business is
substantially affected by changes in economic cycles. Our revenues, earnings and cash flows vary with the level of general
economic activity and competition in che markets in which we operate. Our business could also be affected by financial,
political and other factors, many of which are beyond our control. Changes in prevailing interest rates may also affect our
ability to meet our debt service obligations because borrowings under cur Credit Facility bear interese at floaring rates. A
higher interest rate on our debt could adversely affect our operating results.

Our business may not generate sufficient cash flow from operations and borrowings may not be available to us under
our Credit Facility in an amount sufficient to pay our debt service obligations, fulfill financial or operational guarantees
we have provided for certain unconsolidated joint venture transactions, ot to fund our other liquidity needs. In fact, the
total commitment avatlable under our Credit Facility was reduced in 2008. Should we not generate sufficient cash flow
from operations or have borrowings available to us under our Credit Facility, we may need to refinance all or a portion of
our debt on or before maturity, which we may not be able to do on favorable terms or at all, or through equity issuances
that would dilute existing stockholders’ incerests. However, we currently do not anticipate a need to borrow under the
Credic Facility through its November 2010 maturity.

We may have difficulty in continuing to obtain the additional financing required to operate and develop our
business,

Our homebuilding operations require significant amounts of cash and/or available credic. It is not possible to predict
the fucure terms or availability of additional capital. Moreover, our outstanding public debt and the Credit Facility contain
provisions that may restrict the amount and nature of debt we may incur in che future. The Credit Facility limits our abilicy
to borrow additional funds by placing a maximum cap on our leverage ratio. Under che most restrictive of these provisions,
at November 30, 2008, we would have been permiteed to incur up to $1.55 billion of consolidared toral indebredness, as
defined in the Credirt Facility. This maximum amount exceeded our actual consolidated total indebtedness at November 30,
2008 by $814.5 million. In addition, the Credit Facility limits our ability to borrow senior indebtedness, as defined in the
Credit Facility, subject to a specified borrowing base. At November 30, 2008, we would have been permitted to incur up to
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$2.47 billion of senior indebtedness under the Credit Facility. This maximum amount exceeded our actual rotal seniot
indebtedness at November 30, 2008 by $825.0 million. There can be no assurance that we can actually borrow up to these
maximum amounts of total consolidated indebtedness or senior indebtedness at any time, as our ability to borrow additional
funds, and to raise additional capiral through other means, also depends on conditions in the capital markets and our
perceived credit worthiness, as discussed above. If conditions in the capital matkers change significantly, it could reduce our
ability to generate sales and may hinder our future growth and results of operations.

Item 1B. UNRESOLVED STAFF COMMENTS

None.

Item 2. PROPERTIES

We lease our corporate headquarters in Los Angeles, California. Our homebuilding division offices, except for our
San Antonio, Texas office, and our KB Home Studios are located in leased space in the markets where we conduct
business. We own the premises for our San Antonio, Texas office.

We believe thacr such properties, including the equipment located therein, are suitable and adequate to meet the
needs of our businesses.

Item 3. LEGAL PROCEEDINGS
Derivative Litigation

In the surnmer of 2006, four shareholder derivative lawsuits were filed, ostensibly on our behalf, alleging, among
other things, that the defendants (various of out current and former directors and officers) breached their fiduciary ducies
to us by, among other things, backdating grants of stock options to various current and former execurives in violation of
our stockholder-approved stock option plans. Two of the lawsuits were state coure actions filed in Los Angeles County
Supetior Court, and two were federal actions filed in the United States Districe Court for the Central District of
California. The two federal lawsuits also included substantive claims under the federal securities laws.

We recently reached a tentative global sectlement wich the parties in the four actions. The settlement also includes a
resolution of all issues with our former Chairman and Chief Executive Officer, Bruce Karatz. On December 9, 2008, the
parties to the federal court actions submitted the proposed settlement to the court, and the plaintiffs in those actions
concurrently filed an unopposed motion seeking preliminary approval of the proposed sertlement. On December 15,
2008, the courr granted preliminary approva! of the proposed settlement and scheduled a hearing for February 9, 2009 to
determine whether che setclement should be finally approved by the court. If it is finally approved, the federal litigarion
will be dismissed, and all parties have agreed that the state court litigation will be dismissed as well. If the settlement is
not approved, the federal and state court litigation will continue.

ERISA Litigation

On March 16, 2007, plaintiffs Reba Bagley and Scort Silver filed an action brought under Section 502 of the
Employee Retitement Income Security Act ("ERISA™), 29 U.5.C. § 1132, Bagley eral., v. KB Home, et al., in the United
States District Court for the Centrat Diserice of California. The action was broughe against us, our directors, and certain of
our current and former officers. Afcer the court allowed leave to file an amended complaine, on April 3, 2008, plaintiffs
filed an amended complaint adding Tolan Beck and Rod Hughes as additional plaintiffs and dismissing certain
individuals as defendants. All four plaintiffs claim to be former employees of KB Home who participated in the KB
Home 401(k) Savings Plan (the “Plan”). Plaintiffs allege on behalf of themselves and on behalf of all others similarly
situated that all defendants breached fiduciary duties owed to plaintiffs and purporred class members under ERISA by
failing to disclose informarion to and providing misleading informarion to participants in the Plan about our alleged
prior stock option backdating practices and by failing to remove our stock as an investment option under the Plan.
Plaintiffs zllege that this breach of fiduciary duties caused plaintiffs to earn less on their Plan accounts than they would
have earned bur for defendants’ alleged breach of duties. Plaintiffs seek unspecified money damages and injunctive and
other equitable relief. On May 16, 2008, we filed a2 motion to dismiss on the ground that plaintiffs’ allegations fail to state
a claim against us. Plaintiffs filed an opposition to the motion on June 20, 2008. The hearing on the motion was held on
September 8, 2008. On October 6, 2008, the court issued its order. The court denied our motion to dismiss the plaintiffs’
claims for breach of fiduciary duty and breach of the duty to menitor and granted our motion to dismiss the plaintiffs’
claims for breach of the fiduciary duty of disclosure. The court also denied a separate motion to dismiss filed by the
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individual defendants based on the standing of plaintiffs to sue. We filed our answer to the firse amended complaint on
November 5, 2008. On November 24, 2008, che courr approved a stipulation to stay all discovery and other proceedings
through February 6, 2009, in order to allow the parties time to actempt to settle the plaintiffs’ claims chrough mediarion.

Other Matters

We are also involved in litigation and governmental proceedings incidental to our business. These cases are in
various procedural stages and, based on reports of counsel, we believe chat provisions or reserves made for patential losses
are adequate and any liabilities or costs arising our of currently pending litigacion should not have a materially adverse
effect on our consolidated financial position or resules of operations.

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No marters were submitred during the fourth quarter. of 2008 to a vote of security holders, through the solicication
of proxies or otherwise.
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EXECUTIVE OFFICERS OF THE REGISTRANT

The following sets forch certain information regarding our executive officers as of January 22, 2009:

Year Years
Assumed at Other Positions and Other
Present KB Business Experience within the
Name Age Present Position Position Home Last Five Years {a) From -To
Jeffrey T. Mezger 53  President and Chief 2006 15 Executive Vice President and Chief Operating  1999-2006
Executive Officer (b) - Officer
Wendy C. Shiba 58  Executive Vice President, General 2007 1 Senior Vice Presidenc, Chief Legal Officer and ~ 2006-2007
Counsel and Secretary Secretary, Polyone Corporation (a global
provider of specialized polymer marerials,
services and solutions)
Vice President, Chief Legal Officer and 2001-2006
Secretary, Polyene Corporation
Glen Barnard 64  Senior Vice President, KBnxt Group 2006 10 Regional General Manager (c) 2004-2006
: Chief Executive Officer, Constellation Real 2001-2003
Technologies (veal estare consortium)
William R. Hollinger 50  Senior Vice President and 2007 21 Senior Vice President and Concroller 2001-2008
Chief Accounting Officer
Kelly Masuda 41 Senior Vice President and 2003 $  Senior Vice President, Capital Markets and 2005
Treasurer Treasurer
Vice President, Capital Matkets and Teeasacer  2003-200%
Thomas E Nerton 38 Senior Vice President, Human 2009 —  Chief Human Resources Officer, BJ's 2006-2009
Resources Restaurants, Inc. {owner and operator of
restaurants)
Senior Vice President of Human Resources, 2003-2006

{a) All positions described were with us, unless otherwise indicated.

(b) Mr. Mezger has served as a direcror since 2006.

American Golf Corporation {golf course
management firm)

{¢) Mr. Barnard was a senior executive with us from 1996-2001, and rejoined us in 2004,

There is no family relationship between any of our executive officers or between any of our execurive officers and any

of our directors.
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PART 11

Itern 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

As of December 31, 2008, there were 843 holders of record of our common stock. Our common stock is traded on
the New York Stock Exchange under the ticker symbol “KBH.” The following table sets forch, for the periods indicated,
the price ranges of our common stock, and cash dividends declared and paid per share:

2008 2007
Dividends Dividends Dividends Dividends
High Low Declared Paid High Low Declared Paid
First Quarter. . . . . $2899 31576 § 25 0§ .25 $5608 $47.69 ¢ 25 & .25
Second Quarter ... 28.93 19.62 .50 .25 50.90 40.89 .25 .25
Third Quarter . ... 21,93 13.16 —_ .25 4757  28.00 .25 25
Fourth Quarter ... 2543 6.90 06235 0625 31.69 18.44 .25 .25

The declaration and payment of cash dividends on shares of our common stock, whether at current levels or ac all, are
at the discretion of our board of directors, and depend upon, among other things, our expected future earnings, cash flows,
capital requirements, operational investrment strategy, and our general financial condition and general business
conditions as well as compliance with covenants contained in our Credic Facility. In November 2008, our board of
directors reduced the quarterly cash dividend on our common stock ro $.0625 per share from $.25 per share.

The description of our equity compensation plans required by Item 201(d) of Regulation 8-K is incorporated herein
by reference to Part III, Itern 12. Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Macters of this Form 10-K.

The following table summarizes cur purchases of our own equity securities during the three months ended
November 30, 2008:

Maximum
Number of Shares
Total Number of That May Yet be

Shares Purchased as Purchased

Total Number Average Part of Publicly Under the

of Shares Price Paid Announced Plans or

Period Purchased per Share Plans or Programs Programs
September 1 -30.............. — ¢ — —_ 4,000,000
Ocrober 1 -3L................ 28,465 14.37 — 4,000,000
November 1 -30.............. — — — 4,000,000

Towal . ... ... ... 28,465 § 14.37 —

On December 8, 2005, our board of directors authorized a share repurchase program under which we may
repurchase up to 10 million shares of our common stock. Acquisitions under the share repurchase program may be made
in open market or private transactions and will be made strategically from rime to time at management’s discretion based
on its assessment of market conditions and buying opportunities. At November 30, 2008, we were authorized to
repurchase four million shares under this share repurchase program. During the three months ended November 30, 2008,
1o shares were repurchased pursuant to this share repurchase program. The 28,463 shares purchased during the three
months ended November 30, 2008 were previously issued shares delivered to us by employees to satisfy wicthholding
taxes on the vesting of restricted stock awards. These transactions are not considered repurchases pursuant to the share

repurchase program.
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Stock Performance Graph

The graph below compares the cumulative total recurn of KB Home common stock, the S&P 500 Index, the
S&P Homebuilding Index and the Dow Jones Home Construction Index for the last five year-end periods ended
November 30.

Comparison of Five-Year Cumulative Total Return
Among KB Home, S&P 500 Index, S&P Homebuilding
Index and Dow Jones Home Construction Index

$300
~—E}— KB Home
$250 - —K— 5&P 500 Index
—©— S&P Homebuilding Index
5200 | ——A— Dow Joncs Home Construction Index
$150
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$50 -
$0 T T T T T ) T
2003 2004 2005 2006 2007 2008
2003 2004 2005 2006 2007 2008
KB Home.......cocovoiiiiiieiieiceeeens $ 100 $ 129 $ 208 § 157 ‘I G5 $ 38
S&P 500 Index..ccoiieiniicriiciien e 100 113 122 140 151 93
S&P Homebuilding Index.........ccc..c... 100 115 168 135 50 31
Dow Jones Home Construction Index.... 100 114 154 123 51 36

The above graph is based on the KB Home common stock and index prices calculated as of the last trading day
before December 1* of the year-end periods presented. As of November 30, 2008, the closing common stock price on the
New York Stock Exchange was $11.63 per share. On December 31, 2008, our common stock closed at $13.62 per share.
The performance of our common stock depicted in the graphs above represents past performance only and is not
indicative of future performance. Total return assumes $100 invested at market close on November 30, 2003 in
KB Home commeon stock, the S&P 500 Index, the S&P Homebuilding Index and the Dow Jones Home Construction
Index including reinvestment of dividends.
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Itern 6. SELECTED FINANCIAL DATA

The data in this table shouid be read in conjunction with Management's Discussion and Analysis of Financial
Condition and Results of Operations and our Consclidated Financial Statements and the Notes thereto. Both are included

later in this report.

KB HOME

SELECTED FINANCIAL INFORMATION
(In Thousands, Except Per Share Amounts)

Homebuilding:
Revenues
Operating income (loss)
Tortal assets
Mortgages and notes payable

Financial services:
Revenues
Operaring income
Total assets
Notes payable

Discontinued operations:
Toral assets

Consolidated:
Revenues
Operating income (loss)
Income (loss) from continuing operations
Income from discontinued operations, net of

income taxes (a}
Net income (loss)
Total assets
Moregages and notes payable
Stockholders’ equity

Basic earnings (loss) per share:
Continuing operations
Discontinued operations

Basic earnings (loss) per share

Diluted earnings (loss) per share:
Conrinuing operations
Discontinued operations

Diluted earnings (loss) per share

Cash dividends declared per common share

Years Ended November 30,

2008 2007 2006 2005 2004
$3,023,169 $ 6,400,591 $9,359,843 $8,123,313 $5,974,496
(860,643) (1,358,335) 570,316 1,188935 637,229
3,992,148 5,661,564 7,825,339 6,881,486 4,760,288
1,941,537 _ 2,161,794 2,920,334 2,211,935 1,771,962
$ 10767 % 15935 8 20,240 § 31,368 § 44417
6,278 11,139 14,317 10,968 8,688
52,152 44,392 44,024 29,933 210,460
— — — — _ 71,629
$ — 3 — $1,394,375 $1,102,898 $1,020,082
$3,033,936 $ 6,416,526 $9,380,083 $8,154,681 $6,018913
(854,365) (1,347,196) 584,633 1,199,903 645,917
(976,131) (1, 414,770) 392,947 754,534 430,384
— 485356 89404 69,178 43652
(976,131)  (929414) 482,351 823,712 474,036
4,044,300 5,705,956 9,263,738 8,014,317 5,990,830
1,941,537 2,161,794 2,920,334 2,211,935 1,843,591
830,605 _ 1,850,687 2,922,748 2,773,797 _2,039,390
$ (12598 (1833)% 499 $ 921 § 5.49
— 6.29 1.13 85 56
$ (12598 (1204)$  6123% 10068 605
$  (1259% (18333 47434 8548 5.10
— 6.29 1.08 78 52
$ (12598 (1204)$ 5823 9328 562
$ 8125 % 100§ 100 % 75 $ 50

{a) Discontinued operations consist only of our French operations, which have been presented as discontinued operations
for all periods presented. Income from discontinued operations, net of income taxes, in 2007 includes a gain of

$438.1 million realized on the sale of our French operations.
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Item 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

RESULTS OF OPERATIONS

Overview.  Revenues are generated from our homebuilding operations and our financial services operations. On
July 10, 2007, we sold our 49% equity interest in KBSA. Accordingly, our French operations are presented as
discontinued operations in this report. The following table presents a summary of our consolidated results of operations
for the years ended November 30, 2008, 2007 and 2006 (in chousands, except per share amounts):

Years ended November 30,

2008 2007 2006

Revenues:

Homebuilding . .. .......... ... ... ... ... ... ..., $3,023,169 $ 6,400,591 $9,359,843

Financial Services . . . . . .. . . . e 10,767 15,935 20,240

Total. . .o e e $3,033,936 $ 6,416,526 $9,380,083

Pretax income (loss):

Homebuilding. . . ... $ (991,749) $(1,494,606) $ 538,311

Financial services . . . . o o ottt e e e 23,818 33,836 33,536
Income (loss) from continuing operations before income taxes . . (967,931) (1,460,770) 571,847
Income tax benefit (expense}. . .. ........ ... . ... ...... {8,200) 46,000 (178,900)
Income (loss) from continuing operations. . . ... ........... (976,131) (1,414,770) 392,947
Income from discontinued operations, net of income taxes. . . . . — 47,252 89,404
Gain on sale of discontinued operations, net of income taxes . . . — 438,104 —
Net income (10S5) . . ..ottt e e $§ (076,131) § (929,414) $ 482,351
Basic earnings (loss) per share: '

Continuing operations . . . ... ... .. ... ... § (1259 § (18.33) % 499

Discontinued Operations . . ... ... ... — 6.29 1.13

Basic earnings (loss) pershare . ... ....... ... ......... $ (1259 % (12.04) $ 6.12
Diluted earnings (loss) per share:

Continuing operations . ... .... ...t reannn.. $§ (1259 3 (18.33) 3 4.74

Discontinued Operations . . . .. ... .cviit it — 6.29 1.08

Diluted earnings (loss) per share . .. .................. $ (1259 § (12.04) $ 5.82

Extreme negative conditions continued to confront the homebuilding industry throughout 2008, deepening the
downturn that began in the second half of 2006. Record-high foreclosure activity during the year worsened the
oversupply of unsold homes existing in several housing markets when the year began, and put sustained downward
pressure on home prices. At the same time, tepid demand for new homes weakened further as deteriorating conditions in
the overall economy and rising unemployment precipirated historic declines in consumer confidence, discouraging home
purchases. Demand also suffered as consumer mortgage financing became progressively less available due to credit marker
turmoi! and tightening lending standards. Our resules for che year ended November 30, 2008 reflect the impact of these
conditions, which show no signs of abacing in the year ahead. ‘

In 2008, we posted year-over-year declines in net orders, homes delivered and revenues across all of our
homebuilding reporting segments. These decreases reflected the impact of the prolonged housing market downturn
as well as the strategic actions we have taken to reduce our inventory levels and community count in line with current
housing market activity. We operated from 38% fewer active communities in 2008 than in 2007. In addition, our
inventory of lots owned or controlled as of Novemnber 30, 2008 was down 28% from a year ago.

We recorded a net loss for the year, largely due to pretax, noncash charges for inventory and joint venture
impairments, land option contract abandonments and goodwill impairments, and noncash charges for net deferred tax
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asset valuation allowances. Qur year-over-year results for 2008 were also affected by our providing rargeted price
reductions and sales incenrives in certain communities in response to competitive conditions, or to facilitate our exit from
specific markets, projects or product types.

Despite the difficult housing market conditions and our year-over-year declines in homes delivered and revenues
generated, our net loss in 2008 was smaller than our loss from continuing operations in 2007. This improvement was
principally due to the substantially lower asset impairment and abandonment charges we incurred in 2008 compared ro
the previous year. Qur financial results in 2008 were also helped by strategic adjustments we have made in response to the
changing operating environment. Since 2006, we have implemented a series of aggressive actions focused on generating
and preserving cash, lowering our direct building costs, gaining operational efficiencies, lowering overhead, developing
new product to compete with resales and foreclosures, and restoring profitability. Specific strategic actions taken during
2008 included calibrating our business co market conditions by consolidating certain operating divisions, reducing our
workforce by 579, and cransitioning to new, value-engineered homes that are less expensive to build and can be offered to
homebuyers at more affordable prices and with greater design choices. These actions had a positive impact on our results
for the year, particularly in the fourth quarter, creating a foundation we intend ro build on as we enter 2009.

Our total revenues of $3.03 billion for the year ended November 30, 2008 decreased 53% from $6.42 billien in
2007, which had decreased 32% from $9.38 billion in 2006. Revenues declined in 2008 and 2007 primarily due to
decreases in our housing revenues corresponding to fewer homes delivered and lower average selling prices. Included in
our total revenues were financial services revenues of $10.8 million in 2008, $15.9 million in 2007 and $20.2 million in
2006. Financial services revenues decreased in both 2008 and 2007 primarily due to our delivering fewer homes and the
termination of our escrow coordination business in 2007.

We incurred a net loss of $976.1 million, or $12.59 per diluted share in 2008, largely due to pretax, noncash charges of
$748.6 million for inventory and joint venture impairments and the abandonment of land option contracts, and
$68.0 million for goodwill impairments. These charges reflected the dererioriating housing market conditions, which
exerted downward pressure on asset values. The bulk of these charges were associated with our West Coast, Southwest and
Soucheast reporting segments. The goodwill impairment charges in 2008 related to our Central and Southeast reporting
segments, and resulted in our having no remaining goodwill company-wide at November 30, 2008. The net loss in 2008
also reflected 2 $355.9 million valuation allowance charge taken against net deferred tax assets to fully reserve the rax
benefits generated from cur pretax loss for the year in accordance with Statement of Financial Accounting Standards
No. 109, “Accounting for Income Taxes” (“SFAS No. 1097). In 2007, our continuing operations generated an after-tax loss
of $1.41 billion, or $18.33 per diluted share, due to pretax, noncash charges of $1.41 billion for inventory and joint venture
impairments and the abandonment of land option contracts, and $107.9 million for goodwill impairments recognized
during the year. The majority of the inventory-related charges in 2007 related to our West Coast and Southwest reporting
segments, and the goodwill impairments related solely to our Southwest reporting segment. Our 2007 loss from continuing
operations also reflected a noncash charge of $514.2 million to establish 2 valuation allowance for our net deferred tax assets.
In 2006, we reported after-tax income from continuing operations of $392.9 million or $4.74 per diluted share.

Income from our French discontinued operations, net of income taxes, totaled $485.4 million in 2007, including a
$438.1 million after-tax gain on the sale of these operations. Income from our French discontinued operations, net of
income taxes, totaled $89.4 million in 2006.

Overall, we posted a net loss of $929.4 million, or $12.04 per diluted share (including the discontinued operarions)
in 2007. This compares to net income of $482.4 million, or $5.82 per diluted share, in 2006,

Our backlog ac November 30, 2008 was comprised of 2,269 homes, representing future housing revenues of
approximately $521.4 million. These backlog measures decreased 64% and 65%, respectively, from the 6,322 homes in
backlog, representing approximately $1.50 billion in future housing revenues, at November 30, 2007. These decreases
were due to the combined impact over the past several quarters of negative year-over-year nec order resulrs, lower average
selling prices, and our strategic initiatives to reduce our inventory and community count to becter align with reduced
housing market activity. Our homebuilding operations generated 8,274 net orders in 2008, down 58% from 19,490 net
orders in 2007. The decrease in net orders in 2008 reflected our year-aver-year reduction in community counts, the
gradual winding down of certain communities as backlog was delivered, and our discontinuation of product in particular
communities as part of our product transition strategy. Order cancellations as a percentage of gross orders improved
slightly to 41% in 2008 from 42% in 2007.
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We generated $341.3 million of positive cash flow from operating activities in 2008 and ended the year with cash
and cash equivalents and restricted cash totaling $1.25 billion. Our toral debt at year-end stood at $1.94 billion, down
$220.3 million from $2.16 billion at November 30, 2007, mainly due to the early redemption of our $300.0 million of
7%% senior subordinated notes due in 2010 (che “$300 Million Senior Subordinated Notes”) partially offsec by increased
mortgages and land contracts due to land sellers. We ended 2008 with no cash borrowings outstanding under our Credit
Facility. As of November 30, 2008, our ratio of debt to total capiral, net of cash and cash equivalents and restricted cash,
was 45.4%, within our targeted range of 40%-30%. Restricted cash consists of an interest reserve account established
with the Credit Facility’s administrative agent (the “Interest Reserve Account”), as discussed below. Our liquidiey,
including the available capacity under our Credit Facility, was approximately $1.84 billion at November 30, 2008. Our
inventory balance of $2.10 billion at November 30, 2008 was 36% lower than the $3.31 billion balance at November 30,
2007. We ended 2008 with what we believe is an attractive, geographically diverse land portfolio of apptoximately
47,000 lots owned or controlled, We ended 2007 with approximately 66,000 lots owned or controlled. We believe our
solid financial position and fewer, well-sicuated lot positions give us a distinct competitive advantage relacive e other
homebuilding companies and should allow us to capiralize on opportunities as housing markets stabilize. However, it is
uncertain when meaningful stabilization will occur.

HOMEBUILDING

We have grouped our homebuilding activiries into four reporrable segments, which we refer to as West Coast,
Southwest, Central and Southeast. As of November 30, 2008, our reportable homebuilding segments consisted of
ongoing operations located in the following states: West Coast — California; Southwest — Arizona and Nevada;
Central — Colorado and Texas; Southeast — Florida, North Carolina and South Carolina.

The following table presents a summary of certain financial and operational data for our homebuilding operations
{dollars in thousands, except average selling price):

Years ended November 30,

2008 2007 2006
Revenues:
Housing ... .vvvv ittt e $ 2,940,241  $ 6,211,563  $§ 9,243,236
Tand . . ..o 82,928 189,028 116,607
Total . . ... 3,023,169 6,400,591 9,359,843
Costs and expenses:
Construction and land costs
Housing. . ... ... .. i (3,149,083) (6,563,082) (7,456,003}
Land . ... .. . {165,732) (263,297) (210,016)
Total . . (3,514,813  (6,826,379)  {7,666,019)
Selling, general and administrative expenses . ... ... .. (501,027) (824,621)  (1,123,508)
Goodwill impairment ... ... ... ... oo (67,970) (107,926) —
Total ... . (3,883,812) (7,758,926) (8,789,527)
Operating income {loss) . .. .......... ... ........ $ (860,643) $(1,358,335) § 570,316
Homes delivered . ... .. ... . ... .. ... ... .. ....... 12,438 23,743 32,124
Average selling price . .. ... .. ... .. ... .. ... ... $ 236400 § 261,600 $ 287,700
Housing gross margin .. ................. ... .... (7.1)% (5.7% 19.3%
Selling, general and administrative expenses as a percent of
housing revenues .. ........ .. .. .. . ... 17.0% 13.3% 12.2%
Operating income (loss) as a percent of homebuilding
FEVEOUES .+ v v v v v v et e m e e e e (28.5)9% (21.2)% 6.1%




Revenues. Homebuilding revenues totaled $3.02 billion in 2008, decreasing 53% from $6.40 billion in 2007,
which had decreased 32% from $9.36 billion in 2006. The year-over-year decreases in both 2008 and 2007 primarily
reflected declines in housing revenues driven by fewer homes delivered and lower average selling prices.

Housing revenues decreased to $2.94 billion in 2008 from $6.21 billion in 2007 and $9.24 billion in 2006. In
2008, housing revenues fell 53% from the previous year due to a 48% decrease in homes delivered and 2 10% decline in
the average selling price. In 2007, housing revenues fell 33% from 2006 due toa 26% decrease in homes delivered and a
9% decline in che average selling price.

We delivered 12,438 homes in 2008, down from 23,743 homes in 2007, mainly due to a 38% year-over-year reduction
in the number of our active communities and poor demand for new homes. Over the past several quarters, we progressively
reduced our community counts in line with diminished housing market activity in the wake of the persistent housing market
downturn. Each of our reporting segments delivered fewer homes in 2008 compared to 2007, with decreases ranging from
40% to 51%.

In 2007, we delivered 23,743 homes, down from 32,124 homes delivered in 2006, reflecting year-over-year
decreases in each of our reporting segments. The lower delivery volume in 2007 compared to 2006 was due, in part, toa
14% year-over-year reduction in our active community count.

Our average new home selling price decreased to $236,400 in 2008 from $261,600 in 2007. Year-over-year average
seiling prices declined 18% in our West Coast segment, 11% in our Southwest segment and 12% in our Southeast
segment as a result of downward pricing pressures. These pressures were driven by difficult marker conditions, intense
competition from homebuilders and sellers of existing and foreclosed homes, and our introducing product at lower price
points, in line with median income levels, to meet consumer demand for more affordable homes. The average selling price
in our Central segment increased 4% in 2008 from the previous year, reflecting changes in product mix.

Our 2007 average new home selling price had decreased 9% from $287,700 in 2006. Year-over-year, average selling
prices declined 11% in our West Coast segment, 16% in our Southwest segment and 6% in our Southeast segment due to
weak consumer demand and heightened competition from homebuilders and other sellers, which put downward pressure
on home prices. The average selling price in our Cencral segment increased 5% in 2007 from 2006, solely due to changes
in product mix.

Land sale revenues totaled $82.9 million in 2008, $189.0 million in 2007 and $116.6 million in 2006. Generally,
land sale revenues fluctuate with our decisions to maintain or decrease our land ownership position in cercain markets
based upon the volume of our holdings, our marketing strategy, the strengeh and number of competing developers
entering particular markets at given points in time, the availability of land in markets we serve and prevailing market
conditions. Land sale revenues were more significant in 2007 and 2006 compared to 2008 as we sold a higher volume of
land that no longer fit our marketing strategy or met our investment standards, rather than hold ic for future
development.

Operazing Income (Loss).  Our homebuilding operations generated operating losses of $860.6 million in 2008 and
$1.36 billion in 2007 due to losses from bath housing operations and land sales. In 2006, our homebuilding operations
posted operating income of $570.3 million. Our homebuilding operating losses represented negative 28.5% of
homebuilding revenues in 2008 and negative 21.2% of homebuilding revenues in 2007. The losses increased on a
percentage basis in 2008 due to a decrease in our housing gross margin and an increase in our selling, general and
administrative expenses as a percentage of housing revenues,

Within housing operations, the 2008 operating loss was largely due to pretax, noncash charges of $520.5 million for
inventory impairments and land option contract abandonments and $68.0 million for goodwill impairments, as well as
lower margins achieved amid fiercely competitive market conditions and higher overhead costs relative to the volume of
homes delivered. Inventory impairment charges in 2008 were necessitated by declining asser values in cerrain markets,
the result of persistent increases in housing supply and decreases in demand, both of which reduced achievable sales
prices. [n 2007, the operating loss wichin housing operations was driven by pretax, noncash charges of $1.18 billion for
inventory impairments and land option contract abandonments and $107.9 million for goodwill impairments. The
inventory-relaced charges in 2007 resulted from declining market conditions, which depressed new home values and sales
rates in certain housing markets across the country. Poor market conditions also depressed land values and led us to
terminate our land option contracts on projects that no longer mec our investment standards.
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Our housing gross margin decreased to negative 7.1% in 2008 from negative 5.7% in 2007. Our housing gross
margin in 2008 was adversely impacted by pretax, noncash charges for inventory impairments and land option contract
abandonments, lower average selling prices and our providing targeted price reductions and sales incencives in response
to competitive conditions or to facilicate strategic project or product exits. Excluding the inventory-related noncash
charges ($520.5 million in 2008 and $1.18 billion in 2007), our housing gross margin would have been 10.6% in 2008
and 13.3% in 2007.

In 2007, the homebuilding operating loss was $1.36 billion compared to operating income of $570.3 million in
2006. The operating loss in 2007 represented negative 21.2% of homebuilding revenues. In 2006, operating income as a
percentage of homebuilding revenues was 6,1%. The operating loss in 2007 resulted from a decrease in our housing gross
margin, which fell to a negative 5.7% from 19.3% in 2006. The change in our housing gross margin was largely the
result of higher pretax, noncash charges for inventory impairments and land option contract abandonments in 2007,
primarily in our West Coast and Southwest segments. Excluding the inventory-related noncash charges ($1.18 billion in
2007 and $309.5 million in 2006), our housing gross margin would have been 13.3% in 2007 and 22.7% in 2006.

In 2008, our land sales generated losses of $82.8 million, including impairment charges of $86.2 million relating to
future land sales. Our land sales generated losses of $74.3 million in 2007 and $93.4 million in 2006, including
impairment charges relating to future land sales of $74.8 million in 2007 and $63.1 million in 2006.

We evaluate our land and housing inventory for recoverability in accordance with Statement of Financial
Accounting Standards No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS No. 144",
whenever indicarors of porential impairment exist. Based on our evaluations, we recognized pretax, noncash charges for
inventory impairments of $565.9 million in 2008, $1.11 billion in 2007 and $228.7 millicn in 2006.

The impairment charges in 2008 and 2007 reflected the deteriorating housing market conditions that we
experienced during those years, which lowered the value of certain assets compared to prior periods. These conditions
included a significant oversupply of homes available for sale, reduced housing affordability and righter credit conditions
that kept prospective buyers from trading up or entering the market, higher foreclosure activity, and heightened
competition. As a result, our order rates, selling prices and gross margins declined in 2008 and 2007, lowering the fair
value of certain inventory positions and resulting in the impairment of that inventory. Further deterioration in housing
market conditions may lead to additional noncash impairment charges or cause us to reevaluate our strategy concerning
certain assets that could resule in future charges associated with land sales or the abandonment of land option contracts. In
2006, most of our inventory impairment and abandonment charges were incurred in the fourth quarter, as conditions
became more challenging in certain markets, mainly as a resulr of a growing imbalance between new home supply and
demand. These market dynamics caused a decline in the fair value of cerrain inventory positions and led us to reassess our
strategy concerning certain inventery positions.

When we decide not to exercise certain land purchase option contracts due to market conditions and/or changes in
our market strategy, we write off the costs, including non-refundable deposits and pre-acquisition costs, related to the
abandoned projects. We recognized abandonment charges associated with land option contracts of $40.9 million in 2008,
$144.0 million in 2007 and $143.9 million in 2006. The inventory impairment charges and land option contract
abandonments are included in construction and land costs in our consolidated statements of operations.

Seiling, general and adminiscrative expenses totaled $501.0 million in 2008, down from $824.6 million in 2007,
which had decreased from $1.12 billion in 2006. The year-over-year decreases in 2008 and 2007 reflected the results of
our ongoing efforts to rescale the size of our operations to the lower volume of homes we were delivering and to our future
sales expectations. During 2008, we took aggressive actions to streamline our organizational structure by consolidating
certain homebuilding operations, strategically exiting or winding down activity in certain markers, and reducing our
workforce. Since the beginning of 2008, we have reduced our wotkforce by 57%. The full impact of these actions in
reducing our selling, general and adminiscrative expenses is not reflected in our 2008 results due to the costs we incurred
to implement them. As a percentage of housing revenues, to which these expenses are most closely correlated, selling,
general and administracive expenses increased to 17.0% in 2008 from 13.39% in 2007, which had increased from 12.2%
in 2006. The percentages increased in 2008 and 2007 because our expense reductions have been exceeded by che
significant year-over-year declines in our housing revenues and the costs of implementing these reductions.
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Goodwill Impairment. We have recorded goodwill in connection with various acquisitions in prior years. Goodwill
represents the excess of the purchase price over the fair value of ne assets acquired. In accordance with Statement of
Financial Accounting Standards No. 142, “Goodwill and Other Intangible Assets” (“SFAS No. 142"), we test goodwill
for potential impairment annually as of November 30 and becween annual tests if an event occurs or circumstances change
that would more likely than not reduce the fair value of a reporting unit below its carrying amount. During 2008 and
2007, we derermined char it was necessary to evaluate goodwill for impairment between annual tests due to deteriorating
conditions in certain housing matkets and the significant inventory impairments we identified and recognized in those
years, in accordance with SFAS No. 144.

Based on the results of our impairment evaluation performed in the second quarter of 2008, we recorded an
impairment charge of $24.6 million in that quarter related to our Central reporting segment, where all of the goodwill
previously recorded was determined to be impaired. The annual goodwill impairment test we performed as of
November 30, 2008 resulted in an impairment charge of $43.4 million in the fourth quarter of 2008 related to our
Southeast reporting segment, where all of the goodwill previously recorded was determined to be impaired. Based on the
resules of our impairment evaluation performed in the third quarter of 2007, we recorded an impairment charge of
$107.9 million in that quarter relaced to our Southwest reporting segment, where all of the goodwill previously recorded
was determined to be impaired. The annual goodwill impairment test we performed as of November 30, 2007 indicated
no additional impairment. The goodwill impairment charges in 2008 and 2007 were recorded at our corporate level
because all goodwill is carried at that level. As a result of these impairment charges, we have no remaining goodwill
company-wide at November 30, 2008.

The process of evaluating goodwill for impairment involves the determination of the fair value of our reporting
units. Inherent in such fair value determinations are certain judgments and estimates relating to future cash flows,
including our interpretation of current economic indicators and market valuations, and assumptions about our strategic
plans with regard to our operations. Due to the uncertainties associated with such estimates, actual resules could differ
from such estimates.

Interest Income.  Intetest income, which is generated from short-term investments and mortgages receivable, totaled
$34.6 million in 2008, $28.6 million in 2007 and $5.5 million in 2006. Generally, increases and decreases in interest
income are attributable to changes in the interest-bearing average balances of short-term investments and mortgages
receivable, as well as flucruations in interest rates. Mortgages receivable are primarily related to land sales. The year-over-
year increases in interest income in 2008 and 2007 reflected the higher levels of cash and cash equivalents on our balance
sheet stemming from the July 2007 sale of our French discontinued operations and other assers, the cash generated from
our operations, and our reduction in land purchases.

Loss on Early Redemption/Interest Expense, Net of Amounts Capitalized. On July 14, 2008, we completed the carly
redemption of the $300 Million Senior Subordinated Notes at a price of 101.938% of the principal amount plus accrued
interest to the date of redemption. We incurred a loss of $7.1 million in 2008 related to the early redemption of debr, as a
result of the call premium and the unamortized original issue discount, On August 28, 2008, we entered into the fifth
amendment (che “Fifth Amendment”) to our Credir Facility, which reduced the aggregate commitment under the Credic
Facility from $1.30 billion to $800.0 million. In light of chis reduction in the aggregate commitment, we wrote off
$3.3 million of unameortized fees associated with the Credir Faciliry.

On July 27, 2007, we redeemed all $250.0 million of our 9% senior subordinated notes due in 2011 (the “$250
Million Senior Subordinated Notes”) at a price of 103.167% of the principal amount of the notes, plus accrued interest to
the date of redemption. In addition, on July 31, 2007, we repaid in full an unsecured $400.0 million term loan due 2011
(the “8400 Million Term Loan"), together with accrued inrerest to the date of repayment. The $400 Million Term Loan
was scheduled to mature on April 11, 2011. We incurred a loss of $13.0 million in the third quarter of 2007 related to the
early redemption of debt, mainly due to che call premium on the senior subordinated notes and the write-off of
unamortized debt issuance costs.

Interest expense resulcs principally from borrowings to finance land purchases, housing inventory and ocher
operating and capical needs. In 2008, interest expense, net of amounts capitalized, rotaled $2.6 million. In 2007, all of
our incerest was capitalized and, consequently, we had no interest expense, net of amounts capitalized. The percentage of
interest capitalized decreased to 98% in 2008 as the amount of inventory qualifying for interest capitalization fell below
our debs level in the fourth quarter, reflecting our inventory reduction strategies and our suspension of land development

31




in certain communities. In 2006, interest expense, net of amounts capitalized, totaled $16.7 million. Gross interest
incurred during 2008 decreased by $43.2 million, to $156.4 million, from $199.6 million incurred in 2007, due to lower
debt levels in 2008. Gross interest incurred in 2007 decreased $38.2 million from the amount incurred in 2006,
reflecting lower debt levels in 2007,

Equity in Loss of Unconsolidated Joint Ventures. Our unconsolidated joint ventures operate in various markets, typically
where our consolidated homebuilding operations are located. These unconsolidated joint ventures posted combined
revenues of $112.8 mitljon in 2008, $662.7 million in 2007 and $167.5 million in 2006. The year-ovet-year decrease in
unconsolidated joint venture revenues in 2008 primarily reflected fewer land sales by the unconsolidated joint ventures than
in 2007, The increase in revenues in 2007 over the prior year was primarily due to an increase in the number of lots sold by
these unconsolidated joint ventures. Activities performed by our unconsolidated joint ventures generally include buying,
developing and selling land, and, in some cases, constructing and delivering homes. Our unconsolidated joint ventures
delivered 262 homes in 2008, 127 homes in 2007 and 4 homes in 2006. Unconsolidated joint ventures generated combined
losses of $383.6 million in 2008, $51.6 mitlion in 2007 and $48.6 million in 2006. Our equity in loss of unconsolidated
joint ventures of $152.8 million in 2008 included a charge of $141.9 million to recognize the impairment of certain
unconsotidated joint ventures primarily in our West Coast, Southwest and Southeast reporting segments. In 2007, our
equity in loss of unconsolidated joint ventures of $151.9 million included a similar charge of $156.4 million also mainly
related to our West Coast, Southwest and Southeast reporting segments. In 2006, our equity in loss of unconsolidared joint
ventures of §20.8 million included a charge of $58.6 million for unconsolidated joint venture impairments in our West
Coast and Southeast reporting segments, and a gain of $27.6 million relaced to the sale of our ownership interest in an
unconsolidated joint venture.

HOMEBUILDING SEGMENTS

The following table presents financial information related to our homebuilding reporting segments for che years
indicated (in thousands):

Years Ended November 30,

2008 2007 2006
West Coast:
Revenmues ... it $ 1,055,021 32,203,303  $ 3,531,279
Construction and land costs . . ... o oo i i (1,202,054) (2,635,415) (2,879,509)
Selling, general and administrative expenses. . ., ... ... ... {120,446) (213,133) (299,464)
Operating income (loss) . ... ........ ..., (267.479) (645,245) 352,306
Other, NeT. . .o oo e {30,568) (20,600) 7,558
Pretax income (loSs) . . o v v v oot e $ (298,047) § (665,845 § 359,864
Southwest:
Revenues .. ...t e $§ 618,014 $ 1,349,570 § 2,183,830
Construction and land costs .. ... .. ... .. .. .. ... ... (722,643)  (1,492933)  (1,616,458)
Selling, general and administrative expenses. . .. ... ... ... (69,865) (124,462) (193,472)
Operating income (loss) .. .. ... . ... .. ... . ... (174,494) (267,825) 373,900
Other, net. . .. e e (37,700) (19,514) (8,802)
Pretax income (loss) . . ... .. ... ... ... ... $ (212,194 $ (287,339) § 365,098
Central;
REVEMUES . . vttt et ittt ettt e et s § 594317 $1,077,304 $ 1,553,309
Construction and land costs ... . ....... ... ... ...... (570,512) (970,912) (1,368,530)
Selling, general and administrative expenses. . ... ........ (96,306) (163,689 (223,452
Operating loss . ... ... .. ... .. . (72,501} (57,297} (38,673)
Other, net. ... . e e e (10,288) (6,913) (16,076)
Pretax loss. . . ... ... . . . e $ (82,789 § (64,2100 § (54,749)




Years Ended November 30,

2008 2007 2006
Southeast:

REVEMUES .+ v v v v e oo e e e et et e et a e i $ 755,817 $1,770414  $ 2,091,425
Construction and land costs . ... .. . .. ... .. (808,354)  (1,718,548)  (1,794,320)
Selling, general and administracive expenses. . .. .. ....... (125,798) (213,536) (241,674)
Operating income (loss) ... ........ ... {178,335) (161,670) 55,425
Other, e, . ottt e e e e e (80,233) (68,750) (16,492)

Pretax income (10SS) . . . o ot v o i e e $ (258,568) $ (230,420) $ 38,933

The following table presents information concerning our housing revenues, homes delivered and average selling
price by homebuilding reporting segment:

Percent Percent
of of
Total Total Average
Housing Housing Homes Homes Selling
Years Ended November 30, Revenues Revenues Delivered Delivered Price
{in thousands)
2008
West Coast. .. .. ... iv v vnnnnn $1,054,256 36% 2,972 24% $354,700
Southwest. . ... .ot iv i 548,544 19 2,393 19 229,200
Central. . .. ... ... ... ... ...... 585,826 20 3,348 27 175,000
Southeast ... ......coveruarns 751,615 25 3,725 30 201,800
Total .. ..., . $2,940,241 100% 12,438 100% $236,400
2007
West Coast. ... ....covvmvnvunnn $2,149,547 35% 4,957 21% $433,600
Southwest. .. ... ... ... ... ... 1,254,932 20 4,855 20 258,500
Central. . ............. ... ...... 1,058,985 17 ) 6,310 27 167,800
Southeast . .................... 1,748,099 28 7,621 32 229,400
Total .. ... ... .. . . $6,211,563 100% 23,743 100% $261,600
2006
West Coast. . o oo v i it $3,530,679 38% 7,213 22% $489,500
Southwest. .. ............... L. 2,151,908 23 7,011 22 306,900
Central. .. ... ... . ... . ..., .. 1,536,075 17 9,613 30 159,800
Southeast . . .. ..o ii i 2,024,574 22 8,287 26 244 300
Total ... ... ... ... ... . ... .. $9,243 236 100% 32,124 100% $287,700

West Coast — Our West Coast segment generated total revenues of $1.06 billion in 2008, down 52% from
$2.20 billion in 2007 due to lower housing and land sale revenues. Housing revenues decreased to $1.05 billion in 2008
from $2.15 billion in 2007 due to a 40% decrease in homes delivered and an 18% decrease in the average selling price.
We delivered 2,972 homes at an average selling price of $354,700 in 2008 and 4,957 homes at an average selling price of
$433,600 in 2007. The year-over-year decrease in the number of homes delivered was largely due to a 349 decrease in the
number of active communities we operated in the segment. The lower average selling price in 2008 resulced from highly
competitive conditions and rising foreclosures as well as from our introduction of new product at lower price points.
Revenues from land sales totaled $.8 million in 2008 and $53.8 million in 2007.

Our West Coast segment posted prerax losses of $298.0 million in 2008 and $665.8 million in 2007. Pretax results
improved in 2008 compared to 2007 due to lower inventory impairment and land option contract abandonment charges
and lower seiling, general and administrative expenses. Inventory impairment and land option contract abandonment
charges totaled $246.5 million in 2008 and $659.4 million in 2007. As a percentage of revenues, these charges were 23%
in 2008 and 30% in 2007. The gross margin was negative 13.9% in 2008 compared to negative 19.6% in 2007,
reflecting a decrease in inventory-related charges as a percent of revenues, partly offset by lower average selling prices and
greater use of targeted sales price reductions and sales incentives. Selling, general and administrative expenses decreased
by $92.7 million, or 43%, co $120.4 million in 2008 from $213.1 million in 2007 due to our actions to align overhead
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with the reduced volume of homes delivered and our future sales expectations. Included in other, net expenses were
unconsolidated joint venture impairments of $43.1 million in 2008 and $57.0 million in 2007.

Revenues from our West Coast segment decreased 38% to $2.20 billion in 2007, from $3.53 billion in 2006, due to
lower housing revenues. Housing revenues were down 39%, from $3.53 billion in 2006, reflecting a 319 decrease in
homes delivered and an 119 decrease in the average selling price. We delivered 4,957 homes in 2007 compared with
7,213 homes in 2006 due primarily vo our reducing the number of active communities by 10% to match reduced levels
of demnand in chis segment compared to 2006. Qur average selling price declined to $433,600 in 2007 from $489,500 in
2006 due to highly competitive conditions and weak demand. Our lower average selling price in 2007 versus 2006 also
reflected our efforts to redesign and reengineer our products to improve their affordability, particularly in light of cighter
mortgage financing standards applicable to loans above conforming limits. Land sale revenues totaled $53.8 million in
2007 compared wich $.6 million in 2006.

Our West Coast segment generated a pretax loss of $665.8 million in 2007, down from pretax income of
$359.9 million in 2006. This decrease was principally due to increased inventory impairment and land oprion contract
abandonment charges in 2007 that reflected deteriorating market conditions. These charges totaled $659.4 million in
2007 compared to $178.8 million in 2006. As a percentage of revenues, inventory impairments and land oprion contract
abandonment charges were 30% in 2007 and 5% in 2006. The gross margin decreased to negative 19.6% in 2007 from
18.5% in 2006 as a resulc of higher inventory-related charges as a percent of revenues, a lower average selling price and
more frequent use of price concessions and sales incentives. Selling, general and administrative expenses decreased by
$86.3 million, or 29%, to $213.1 million in 2007 from $299.5 miilion in 2006. Included in other, net expenses were
unconsolidated joint venture impairments of $57.0 million in 2007 and $34.4 million in 2006.

Southwest — Total revenues from our Southwest segment declined 34% to $618.0 million in 2008 from $1.35 bil-
lion in 2007, reflecting decreases in housing and land sale revenues. Housing revenues fell 56% to $548.5 million in
2008 from $1.25 billion in 2007 due to a 51% decrease in the number of homes delivered and an 11% decrease in che
average selling price. We delivered 2,393 homes in this segment for 2008 compared with 4,855 homes in 2007, largely
due 10 a 32% reduction in the number of our active communities. Our average selling price of $229,200 in 2008
decreased from $258,500 in 2007, reflecting highly competitive conditions driven by an excess supply of new and resale
homes, rising foreclosures and lower demand, as well as our introduction of new, value-engineered product at lower price
points. Revenues from land sales totaled $69.5 million in 2008 compared to $94.6 million in 2007.

Our Southwest segment generared pretax losses of $212.2 million in 2008 and $287.3 million in 2007. The
decrease in the pretax loss in 2008 reflected a decrease in inventory-related charges and lower selling, general and
administrative expenses. Inventory impairment and land option contract abandenment charges totaled $160.8 million in
2008 compared with $354.4 million in 2007. These charges represented 26% of revenues in both 2008 and 2007. The
gross margin was negative 16.9% in 2008 compared to negative 10.6% in 2007 primarily due to the decline in average
selling prices. Selling, general and administrative expenses decreased by $54.6 million, or 44%, to $69.9 million in 2008
from $124.5 million in 2007, largely as a resule of our cost reduction efforts. Included in other, net expenses were
unconsolidated joint venture impairments of $30.4 million in 2008 and $31.0 million in 2007,

In 2007, our Soucthwest segment's total revenues decreased 38% to $1.35 billion from $2.18 biltion in 2006 due to
lower housing revenues. Housing revenues decreased 42% ro $1.25 billion in 2007 from $2.15 billion in 2006, due to a
31% decrease in homes delivered and a 16% decrease in the average selling price. We delivered 4,855 homes in 2007,
down from 7,011 homes in 2006, primarily due to a 24% decrease in the number of our active communities, principally
in Las Vegas, reflecting our efforts to align our operations wich lower levels of demand. The average selling price
decreased to $258,500 in 2007 from $306,900 in 2006 due to a persistent oversupply of new and resale homes in certain
markets coupled with declining demand. Land sale revenues totaled $94.6 million in 2007 and $31.9 million in 2006.

Our Southwest segment posted a pretax loss of $287.3 million in 2007 and pretax income of $365.1 million in
2006, The pretax results decreased in 2007 principally due to increased inventory impairment and land oprion contract
abandonment charges, Inventory impairment and land option contract abandonment charges totaled $354.4 million in
2007 and $39.4 million in 2006. As a percentage of revenues, these charges were 269 in 2007 and 2% in 2006. The gross
margin in our Southwest segment fell to negative 10.6% in 2007 compared to 26.0% in 2006, reflecting an increase in
inventory-related charges as a percent of revenues, weakness in market conditions, greater competition, and the increased
use of price concessions and sales incentives to stimulate sales. Selling, general and administrative expenses in our
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Southwest segment decreased by $69.0 miilion, or 36%, to $124.5 mitlion in 2007 from $193.5 million in 2006 due to
our actions to tescale the size of our operations to the reduced number of homes we delivered and our future sales
expectations. Included in other, net expenses were unconsolidated joint venture impairment charges of $31.0 million in
2007. In 2006, there were no unconsolidated joint venture impairment charges in the Southwest segment.

Cenmtral — QOur Central segment generated total revenues of $594.3 million in 2008, down 45% from 81.08 billion
in 2007, refleccing lower revenues from housing and land sales. Housing revenues decreased 45% to $585.8 million in
2008 from $1.06 billion in 2007, due to a 47% decrease in the number of homes we delivered, partly offset by a 4%
increase in our average selling price. In 2008, we delivered 3,348 homes ar an average price of $175,000 compared to
6,310 homes delivered at an average price of $167,800 in 2007. The decrease in homes delivered reflecred a 38%
reduction in the number of active communities we operated. The increase in the average selling price was due to a change
in product mix. Land sale revenues toraled $8.5 million in 2008 and $18.3 million in 2007.

Our Cenrtral segmenc generated pretax losses of $82.8 million in 2008 and $64.2 millien in 2007. The loss
increased in 2008 principally due to higher inventory-related chatges driven by deteriorating marker conditions. These
charges totaled $51.5 million in 2008 compared to $34.4 million in 2007. As a percentage of revenues, inventory
impairments and land option contract abandonment charges were 9% in 2008 and 3% in 2007. The gross margin
decreased to 4.0% in 2008 from 9.99% in 2007 as a result of an increase in inventory-related charges as a percent of
revenues, partly offser by a higher average selling price. Selling, general and administrative expenses decreased by
$67.4 million, or 419, to $96.3 million in 2008 from $163.7 million in 2007, reflecting our efforts to calibrate our
operations with reduced housing market activity. Included in other, net expenses were unconsolidated joinc venture
impairments of $2.6 million in 2008 and §4.5 million in 2007.

In 2007, total revenues from our Cencral segment fell 31% from $1.55 billion in 2006, primarily due to lower
housing revenues. Housing revenues of $1.06 billion in 2007 decreased 31% from $1.54 billion in 2006, reflecting a
year-over-year decrease of 34% in homes delivered, partially offset by a 5% increase in the average selling price. Homes
delivered decreased to 6,310 in 2007 from 9,613 in 2006 primarily due to a 26% decrease in the number of our active
communities, principally in Texas and Indiana, due to our exiting smaller submarkets and adjusting our operations to our
reduced sales expectations in these states. The average selling price increased to $167,800 in 2007 from $159,800 in
2006 due to a change in product mix.

Our Central segment posted pretax losses of $64.2 million in 2007 and $54.7 million in 2006. The pretax results
decreased in 2007 mainly due to a decrease in gross margin. Inventory-related impairment and land option contract
abandonment charges totaled $34.4 million in 2007 and $48.8 million in 2006. As a percentage of revenues, these
charges were 3% in both 2007 and 2006. The gross margin decreased to 9.9% in 2007 from 11.9% in 2006. Selling,
general and administrative expenses decreased by $59.8 million, or 27%, to $163.7 million in 2007 from $223.5 million
in 2006 due to our actions to reduce overhead. Included in other, net expenses were unconsolidated joint venture
impairment charges of $4.5 million in 2007. There wete no unconsolidated joint venture impairment charges in the
Central segment in 2006.

Southeast — Our Southeast segment generated total revenues of $755.8 million in 2008 compared to $1.77 billion
in 2007 due to lower housing and land sale revenues. Housing revenues decreased 37% to $751.6 million in 2008 from
$1.75 billion in 2007 as'a result of a 51% decrease in homes delivered and a 12% decline in the average selling price.
Homes delivered fell to 3,725 in 2008 from 7,621 in 2007, while the average selling price decreased to $201,800 in 2008
from $229,400 in 2007, The decrease in homes delivered was principally due to a 44% reduction in the pumber of our
active communities. The lower average selling price mainly reflected highly competitive conditions and rising
foreclosures as well as our introduction of value-engineered product ar lower price points. Revenues from land sales
totaled $4.2 million in 2008 and $22.3 million in 2007.

Our Southeast segment posted pretax losses of $258.6 million in 2008 and $230.4 million in 2007. The increased
loss was principally due to a decline in the gross margin, partly offset by a decrease in selling, general and administrarive
expenses. The gross margin decreased to negative 7.0% in 2008 from 2.9% in 2007, reflecting the impacr of lower
average selling prices. Inventory impairment and land option contract abandonment charges toraled $148.0 million in
2008 compared to $205.8 million in 2007. As a percentage of revenues, inventory impairments and land option contract
abandonment charges were 20% in 2008 and 12% in 2007. Selling, general and administrative expenses decreased by
$87.7 million, or 419, to $125.8 million in 2008 from $213.5 million in 2007, reflecting our actions to reduce costs in
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line with che reduced volume of homes delivered and our future sales expectations. Included in othet, net expenses were
unconsolidated joint venture impairments of $65.7 million in 2008 and $63.8 million in 2007.

In 2007, total revenues from the Southeast segment declined 15% from $2.09 billion in 2006, reflecting decreases
in housing and land sale revenues. Housing revenues decreased 14% to $1.75 billion in 2007 from $2.02 billion in 2006
due to decreases of 8% in homes delivered and 6% in the average selling price. Homes delivered decreased to 7,621 in
2007 from 8,287 in 2006, reflecting difficult conditions in many Southeast markets. The average selling price decreased
to $229,400 in 2007 from $244,300 in 2006 as highly competitive conditions exerted downward pressure on home
prices, primarily in Florida. In 2007, revenues from land sales totaled $22.3 million, down from $66.9 million in 2006.

Our Southeast segment generated a pretax loss of $230.4 million in 2007 compared to pretax income of
$38.9 million in 2006. This decrease was mainly due to increased inventory-related charges in 2007 resulting from
challenging marker conditions. These inventory-related charges toraled $205.8 million in 2007 compared to
$105.7 million in 2006. The inventory impairment and land option contract abandonment charges in 2007 were
principally in Florida. As a percentage of revenues, inventory impairments and land option contract abandonment
charges were 12% in 2007 and 5% in 2006. The gross margin decreased to 2.9% in 2007 from 14.2% in 2006 as a result
of an increase in inventory-related charges as a percent of revenues. Selling, general and administrative expenses decreased
by $28.2 million, or 12%, to $213.5 million in 2007 from $241.7 million in 20006, reflecting our efforts to calibrate
operations with reduced housing market activity. Included in other, net expenses were unconsolidated joint venture
impairments of $63.8 million in 2007 and $24.2 million in 2006.

FINANCIAL SERVICES SEGMENT

Our financial services segment provides title and insurance services to our homebuyers and provided escrow
coordination services until 2007, when we terminated our escrow coordination business. This segment also provides
mortgage banking services to our homebuyers indirectly through Countrywide KB Home Loans. We and CWB Venture
Management Corporation, a subsidiary of Bank of America, N.A., each have a 50% ownership interest in Countrywide
KB Home Loans. Countrywide KB Home Loans is operated by our joint venture partner. Countrywide KB Home Loans
is accounted for as an unconsolidated joint venture in the financial services reporting segment of our consclidared
financial statements.

The following table presents 2 summary of selected financial and operational data for our financial services segment
{dollars in thousands):

Years Ended November 30,

2008 2007 2006

REVENMUES . . oottt i ettt $ 10,767 $ 15935 & 20,240
EXPeNses. . . . ..o (4,489) {4,796) (5,923)
Equity in income of unconselidated joint venture. ... ... .. 17,540 22,697 19,219

PretaX iNCOME . . v oot et et e s $§ 23818 $ 33836 $ 33536
Total originations (a);

Loans . .. ... 10,141 16,869 15,740

Principal. . . ..\ e e $2,073,382  $3,934,336  $3,843,793

Retentionrate. . . ... ... . ..o i 80% 2% 57%
Loans sold to third parties (a):

Loans . . .. .. 11,289 16,909 15,613

Principal. . . oo $2,328,702  $3,969,827  $3,787,597

(a) Loan originations and sales are within Countrywide KB Home Loans.

Revenwes.  In 2008, 2007 and 2006, our financial services operations generated revenues primarily from the
following sources: interest income, title services, and insurance commissions. In 2007 and 20006, financial services
revenues also included escrow coordination fees. Financial services revenues totaled $10.8 million in 2008, $15.9 million
in 2007 and $20.2 million in 2006. The decrease in financial services revenues in 2008 versus 2007 cesulted primarily
from lower revenues from title and insurance services, reflecting fewer homes delivered from our homebuilding
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operations. The lower financial services revenues in 2007 compared to 2006 was mainly due to the decreased number of
homes delivered by our homebuilding operations and the reduction in escrow coordination fee revenues due to the
termination of our escrow coordination business in the second quarter of 2007.

Financial services revenues in 2008, 2007 and 2006 included interest income of $.2 million, which was earned in
each year primarily from money market deposits and firsc morcgages held for sale. Financtal services revenues also
included revenues from title services and insurance commissions of $10.6 million in 2008, $15.1 miilion in 2007 and
$16.6 million in 2006, and escrow coordination fees of $.6 million in 2007 and $3.4 million in 2006.

Expenses.  General and administrative expenses totaled $4.5 million in 2008, $4.8 million in 2007 and $5.9 mil-
lion in 2006. The decreases in general and administrative expenses in 2008 and 2007 were primarily due to the
termination of our escrow coordination business in the second quarter of 2007,

Egquity in Income of Unconsolidated jJoint Vemture. The equity in income of unconsolidated joint venture of
$17.5 million in 2008, $22.7 million in 2007 and $19.2 million in 2006 relates to our 50% interest in the Countrywide
KB Home Loans joint vencure. The decrease in unconsclidated joint venture income in 2008 compared to 2007 was
largely due to a 40% decline in rhe number of loans originated by Countrywide KB Home Loans, reflecting che lower
volume of homes we delivered, partly offser by an increase in Countrywide KB Home Loans’ retention rate (the
percentage of our homebuyers using Countrywide KB Home Loans as a loan originator). Countrywide KB Home Loans’
retention rate increased to 80% in 2008 from 72% in 2007. The higher retention rate primarily reflected the diminished
availability of alternative consumer mortgage lenders in the markerplace. In 2007, unconsolidated joint venture income
increased from the previous year due to a 7% increase in the number of loans originated by the Countrywide KB Home
Loans joint venrure reflecting a higher retention rate. The overall retention rate rose to 72% in 2007 from 57% in 2006
reflecting the maturation of the joint venture’s operations, which began in late 2005.

The equity in income of unconsolidated joint venture in 2008 was affected by Countrywide KB Home Loans'
adoption of Staff Accounting Bulletin No. 109, “Written Loan Commitments Recorded at Fair Vatue Through Earnings”
("SAB No. 109"} and Statemenc of Financial Accounting Standards No. 159, “The Fair Value Option for Financial Assets
and Financial Liabilities — Including an amendment of FASB Statement No. 115" ("SFAS No. 159"). SAB No. 109
revises and rescinds portions of Staff Accounting Bulletin No. 103, “Application of Accounting Principles to Loan
Commitments” (“SAB No. 105™), and expresses the current view of the SEC that, consistent with the guidance in
Statement of Financial Accounting Standards No. 156, “Accounting for Servicing of Financial Assets — an amendment
of FASB Statemenc No. 140” (“SFAS No. 156") and SFAS No. 159, the expected net future cash flows related to the
associated servicing of loans should be included in the measurement of the fair value of all written loan commitments that
are accounted for at fair value through earnings. SFAS No. 159 permits entities to choose to measure various financial
instruments and certain other items at fair value on a contract-by-contract basis. Under SFAS No. 159, Countrywide KB
Home Loans elected che fair value oprion for residential mortgage loans held for sale that were originated subsequent to
February 29, 2008. As a result of Countrywide KB Home Loans’ adoption of SAB No. 109 and SFAS No. 159, our equity
in income of unconsolidated joint venture of the financial services segment increased by §1.7 million in 2008.

INCOME TAXES

We recognized income tax expense of $8.2 million in 2008, an income tax benefit from continuing operations of
$46.0 million in 2007, and income tax expense from continuing operations of $178.9 million in 2006. These amounts
represent effective income tax rates of approximately .8% for 2008, 3% for 2007 and 31% for 2006. The change in our
effecrive tax rate in 2008 from 2007 was primarily due to the disallowance of tax benefits related to our current year loss as
a resule of a full valuation allowance. The decrease in our effective tax rate in 2007 from 2006 was primarily due to a
noncash valuation allowance recorded as a reserve against net deferred tax assets.

In accordance with SFAS No. 109, we evaluate our deferred tax assets quarterly to determine if valuation allowances
are required. SFAS No. 109 requires that companies assess whether valuation allowances should be established based on
the consideration of all available evidence using a “more likely cthan not” standard. For 2008, we recorded a valuarion
allowance of $355.9 million against our net deferred tax assets. The valuation allowance was reflected as a noncash charge
of $358.2 million to income tax expense and a noncash benefit of $2.3 million to accumulated other comprehensive loss
(as a result of an adjustment made in accordance with Statement of Financial Accounting Standards No. 158, "Employers’
Accounting for Defined Benefit Pension and Ocher Postretirement Plans — an amendment of FASB Statements No. 87,
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88, 106 and 132(R)" ("SFAS No. 158™). For 2007, we recorded a valuation allowance totaling approximately
$522.9 million against our deferred rax assets. The valuation allowance was reflected as a noncash charge of $514.2 mil-
lion to income tax expense and $8.7 million to accumulared other comprehensive loss. The majority of the tax benefits
associated with our net deferred tax assets can be carried forward for 20 years and applied to offset future taxable income.
Our deferred tax assets for which we did not establish a valuation allowance relate co amounts that can be realized through
furure reversals of existing taxable cemporary differences or through carrybacks to the 2007 and 2006 years. To the extent
we generate sufficient taxable income in the furure to fully utilize the tax benefits of the refated deferred tax assets, we
expect our effective tax rate to decrease as the valuarion allowance is reversed.

DISCONTINUED OPERATIONS

Discontinued operations consist solely of our French operations which were sold on July 10, 2007. We sold our 49%
equity interest in KBSA for rotal gross proceeds of $807.2 million and we tecognized a pretax gain of $706.7 million
($438.1 million, ner of income taxes) in the third quarter of 2007 related ro the transaction. The szle was made pursuant
to a share purchase agreement (the "Share Purchase Agreement”), among us, Financigre Gaillon 8 SAS (the "Purchaser”),
an affiliate of PAI partners, a European private equity firm, and three of our wholly owned subsidiaries: Kaufman and
Broad Development Group, International Moregage Acceprance Corporation, and Kaufman and Broad International, Inc.
{collectively, che “Selling Subsidiaries”). Under the Share Purchase Agreement, the Purchaser agreed to acquire our 49%
equity interest {representing 10,921,954 shares held collectively by the Selling Subsidiaries} at a price of 55.00 euros per
share. The purchase price consisted of 50.17 euros per share paid by the Purchaser in cash, and a cash dividend of 4.83
euros per share paid by KBSA.

In 2007, income from discontinued operations, net of income taxes, totaled $485.4 million, or $6.29 per diluted
share, including the gain realized on the sale of these operations. Income from discontinued operations, net of income
taxes, toraled $89.4 million, or $1.08 per diluted share, in 2006.

LIQUIDITY AND CAPITAL RESOURCES

Overview. Historically, we have funded our homebuilding and financial services operations with internally
generated cash flows and external sources of debt and equity financing. We may also borrow funds from time to time
under our Credit Facility.

In light of the prolonged downturn in the housing market, we remain focused on maintaining a strong balance
sheet, We took several decisive actions in 2007 that resulted in substantial cash flow generation and debt reductions,
including selling our French operations and other assets, reducing inventory and our active community counts, reducing
our workforce, consolidating operations, and selectively exiting or winding down cperations in underperforming
markets. During 2008, we remained committed to our balance sheer initiatives and, as a resule, generated positive
operating cash flows and ended the year with $1.25 billion of cash and cash equivalents and restricred cash and
$1.94 billion of debt.

Capital Resonrces. At November 30, 2008, we had $1.94 billion of mortgages and notes payable outstanding
compared to $2.16 billion outstanding at November 30, 2007. The decrease in our debt balance was mainly due to the
early redemption of debr during che third quarter of 2008. On July 14, 2008, we completed the early redemption of the
$300 Million Senior Subordinated Notes at a price of 101.938% of the principal amount plus accrued interest to the date
of redemption. We incucred a loss of $7.1 million in 2008 related to the early redemption of debt, as a resuic of the call
premium and the unamortized original issue discount.

In managing our investments in unconsolidated joint ventures, we expect in some cases, as occurred in 2008, to
opportunistically purchase our partners’ interests and consolidate the joint venture, which would result in an increase in
our consolidared mortgages and notes payable. We do not believe that such consolidations should have a material effect
on our consolidated financial position, our results of operations, or our ability to comply with the terms governing our
Credit Facility or public debt. In the first fiscal quarcer of 2009, we redeemed the $200 Million Senior Subordinated
Notes upon their December 15, 2008 scheduled maturity. Our next bond maturity does not occur uneil Auguse 15, 2011,
when 3350.0 million of 6%% senior notes {(the “$350 Million Senior Nores”) become due.
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Our financial leverage, as measured by the ratio of debt to total capital, was 70.0% ar November 30, 2008 compared
to 53.99% at November 30, 2007. The increase in this ratio reflected lower retained earnings at November 30, 2008,
primarily due to the pretax, noncash charges recorded during 2008 for the impairment of inventory, joint vencures and
goodwill, and the abandonment of land option contracts, as well as a noncash charge to record a valuation allowance
against the net deferred tax assets generated during the period. Qur ratio of net debe to net total capital at November 30,
2008 was 45.4%, compared to 31.1% at November 30, 2007. Net debt to net total capital is calculated by dividing
mortgages and notes payable, net of homebuilding cash and cash equivalents and restricted cash, by net total capital
(mortgages and notes payable, net of homebuilding cash and cash equivalents and restricted cash, plus stockholders’
equiry). We believe the ratio of net debt to net total capital is useful in understanding the leverage employed in our
operations and in comparing us with other companies in the homebuilding industry.

As of November 30, 2008, we had no cash borrowings ourstanding and $211.8 million in letters of credir
outstanding under our Credit Facility, leaving us with $588.2 million available for fucure borrowings.

On August 28, 2008, we enteted into the Fifth Amendment to the Credit Facilicy. The Fifth Amendment, among
other things, reduced the aggregate commitment under the Credit Facility from $1.30 billion to $800.0 miilion and
provided that the aggregate commitment may be permanently reduced to: (a) $650.0 million, if at the end of any fiscal
quarter our consolidated tangible net worth is less than or equal to $800.0 million but greater than $500.0 million, and
(b) $500.0 million, if ar the end of any fiscal quarter cur consolidated tangible net worth is less than or equal to
$500.0 million. In addirion, the Fifth Amendment reduced the sublimit for swing line loans from $100.0 millien to
$60.0 million; reduced the sublimir for the issuance of letters of credic from $1.00 billion to $600.0 million; and reduced
the amount of unrestricted cash applied to the borrowing base calculation by the amount of cutstanding borrowings

under the Credit Facility as of the measurement date.
[

Under the terms of the Credit Facility, we ate required, among ocher things, to maintain a minimum consolidated
tangible nec worth and cerrain financial statement ratios, and are subject to limitations on acquisitions, inventories and
indebredness. Specifically, the Credit Facility, requires us to maintain a minimum consolidated tangible net worth of
$1.00 billion, reduced by the cumulative deferred tax valuation allowances not to exceed $721.8 million (“Permissible
Deferred Tax Valuation Allowances”). The minimum consolidated cangible net worth requirement is increased by the
amount of the proceeds from any issuance of capital stock and 50% of cur cumulative consolidated net income, before the
effect of deferred cax valuation allowances, for each quarter after May 31, 2008 where we have cumulative consolidared
net income. There is no decrease when we have cumulative consolidated net losses. At November 30, 2008, our applicable
minimum consolidated tangible net worth requirement was $278.2 million.

Other financial statement ratios required under the Credit Facility consist of maintaining at the end of each fiscal
quarter a Coverage Ratio greater than 1.00 to 1.00 and a Leverage Rario less than 2.00 to 1.00, 1.25 to 1.00, or 1.00 to
1.00, depending on our Coverage Ratio. The Coverage Ratio is the ratio of our consolidated adjusted EBITDA to
consolidated interest expense (as defined under the Credit Facility) over the previous 12 months. The Leverage Ratio is
che racio of our consolidated total indebtedness (as defined under the Credir Facility) to the sum of consolidated tangible
net worth and Permissible Deferred Tax Valuation Allowances (“Adjusted Consolidated Tangible Net Worth").

If our Coverage Ratio is less than 1.00 to 1.00, we will not be in default under the Credit Facilicy if our Leverage
Ratio is less than 1.00 to 1.00 and we establish the Interest Reserve Account equal to the amount of interest we incurred
on a consolidated basis during the most recent completed quarter, multiplied by the number of quarters remaining until
the Credit Facility maturity date of November 2010, not to exceed a maximum of four. We may withdraw all amounts
deposited in the Interest Reserve Account when our Coverage Ratio at the end of a fiscal quarter is greater than or equal to
1.00 to 1.00, provided that there is no defaulc under the Credit Facility at che time the amounts are wichdrawn. An
Interest Reserve Account is not required when our actual Coverage Ratio is greater than or equal o 1.00 to 1.00.
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The following table summarizes certain key financial metrics we are required to maintain under our Credit Facility
at November 30, 2008 and our actual ratios:

November 30, 2008

Covenant
Financial Covenant Requirement Actual
Minimum consolidated rangible nec worch . .. ... ..o Lo L $ 278.2 million  $827.9 million
Coverage Ratio. . . .. ..o e e (a) (a)
Leverage Ratio(b) . ... ... . .. =1.00 A7
Investment in subsidiaries and joint ventures as a percent of Adjusted
Consolidated Tangible Nee Worth . ... ... ... ... ... ... ........ <35% 15%

Borrowing base in excess of senior indebtedness (as defined). . . ... ... ... Greater than zero  $825.0 million

(a) Our Coverage Racio of negative .27 was less than 1.00 to 1.00 as of November 30, 2008. Because our Leverage Ratio
as of August 31, 2008 was below 1.00 to 1.00, we established an Interest Reserve Account of $115.4 million in the
fourth quarter of 2008 to remain in compliance with the terms of the Credit Facility. The Interest Reserve Account
had a balance of $115.4 million at November 30, 2008. Because our Leverage Ratio as of November 30, 2008 was
below 1.00 to 1.00, we will continue to maincain the Interest Reserve Account, but the balance will be reduced to
$111.2 million in che first quarter of 2009.

(b) The Leverage Ratio requirement varies based on our Coverage Ratio. If our Coverage Ratio is greater than or equal to
1.50 to 1.00, the Leverage Ratio requirement is less than 2.00 to 1.00. If our Coverage Ratio is between 1.00 and
1.50 to 1.00, the Leverage Ratio requirement is less than 1.25 to 1.00. If our Coverage Ratio is less than 1.00 to
1.00, the Leverage Ratio requirement is less than or equal to 1.00 to 1.00.

The Credic Facility also conrains limitations on the total consideration paid for exchanges of capital stock with our
employees, unimproved land book value, investments in subsidiaries and joint ventures, speculative home deliveries and
botrowing base requirements. Transactions with employees for exchanges of capiral stock, such as payments for incentive
and employee benefit plans or cashless exercises of stock options, cannot exceed $5.0 million in any fiscal year. In addition
to the financial covenants summarized in the above table, other covenants provide that: (a) the unimproved land book
value cannor exceed consolidated rangible net worth; and (b) speculative home deliveries within a given quarter cannot
exceed 40% of the previous 12 months’ total deliveries.

If our Coverage Ratio is less than 2.00 to 1.00, we are restricted from optional payment or prepayment of principal,
interest or any other amount for subordinated obligations before their macurity; payments to retire, redeem, purchase or
acquire for value shares of capital stock from or with non-employees; and investments in a holder of 5% or more of our
capiral srock if the purpose of the investment is to avoid default. These restrictions do not apply if (a) our unrestricted cash
equals or exceeds the aggregate commitment; (b) there are no outstanding borrowings against the Credit Facility; and
(c) there is no default under the Credit Facility.

The indenture governing our senior notes does not contain any financial covenants. Subject to specified exceptions,
the senior notes indentutre contains certain restrictive covenants thac, among other things, limit our ability to incur
secured indebtedness; engage in sale-leaseback transactions involving property or assets above a cercain specified value; or
engage in mergers, consolidations, or sales of assets.

As of November 30, 2008, we were in compliance with the terms of our senior notes indenture and our Credit
Facility. However, our ability to continue to borrow funds depends in part on our ability to remain in such compliance.
Our inability to do so could make it more difficult and expensive to maintain our current level of external debt financing
or to obtain additional financing.

During the quarter ended February 29, 2008, our board of directors declared a cash dividend of $.25 per share of
commoan stock, which was paid on February 21, 2008 to stockholders of record on February 7, 2008. During the quarter
ended May 31, 2008, our board of directors declared a cash dividend of $.25 per share of common stock, which was paid
on May 22, 2008 to stockholders of record on May 8, 2008, and declared a cash dividend of $.25 per share of common
stock, which was paid on July 24, 2008 to stockholders of record on July 10, 2008. During the quarter ended
November 30, 2008, our board of directors declared a cash dividend of $.0625 per share of common stock, which was paid
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on November 25, 2008 to shareholders of record on November 14, 2008. During 2008, we have declared and paid toral
cash dividends of $.8125 per share of common stock.

Depending on available rerms and our negotiating leverage related to specific market conditions, we also finance
certain land acquisitions with purchase-money financing from land sellers or with other forms of financing from third
parties. At November 30, 2008, we had outstanding notes payable of $96.4 million secured primarily by the underlying
property, which had a carrying value of $169.8 millien.

Consolidated Cash Flows. Operating, investing and financing activities used net cash of $202.2 million in 2008.
These activities provided net cash of $539.6 million in 2007 and $479.2 million in 2006.

Operating Activities,  Operating activities provided net cash flows of $341.3 million in 2008 and $1.05 billion in
2007. The year-over-year change in operating cash flow was primarily due to the $297.4 million of cash provided by the
French discontinued operations in 2007 and fewer year-over-year homes delivered and lower average selling prices in 2008.
Our sources of operating cash in 2008 included a net decrease in inventories of $§545.9 million (excluding inventory
impairments and land option contract abandonments, $90.0 million of inventories acquired chrough seller financing and a
decrease of $143.1 million in consolidated inventoties not owned), other aperating sources of $32.6 million and various
noncash items added to the net loss. Partially offsetting the cash provided in 2008 was a net loss of $976.1 million, a
decrease in accounts payable, accrued expenses and other liabilities of $282.8 million and an increase in receivables of $60.6
million.

In 2007, operating cash provided by our continuing operations included a ner decrease in inventories of
$779.9 million (excluding inventory impairments and land option contract abandonments, $4.1 million of inventories
acquired through seller financing and a decrease of $409.5 million in consolidated inventories not owned), other
operating sources of $13.4 million and various noncash items added to the loss from continuing operations. Partially
offsecting the cash provided in 2007 was a net loss of $929.4 million, a decrease in accounts payable, accrued expenses and
other liabilities of $340.6 million and an increase in receivables of $71.4 million. Our French discontinued operations
provided net cash from operating activities of $297.4 million in 2007.

In 2006, sources of operating cash from our continuing operations included earnings of $482.4 million, an increase
in accounts payable, accrued expenses and other liabilities of $2035.7 million, other operating sources of $7.2 million and
various noncash items deducted from net income. Our sources of operating cash in 2006 were partially offset by an
increase in inventories of $356.3 million (excluding inventory impairments and land option contract abandonments,
$128.7 million of inventories acquired through seller financing and a decrease of $18.1 million in consolidated
inventories not owned) and an increase in receivables of $23.5 million. Our French discontinued operations provided net
cash from operating activities of $229.5 million in 2006.

Investing Activities.  Investing activities used net cash of $167.9 million in 2008 and provided net cash of
$643.1 million in 2007. In 2008, $115.4 million of cash was used to establish the Interest Reserve Account as required
under the terms of our Credir Facility (making it restricted cash), and $59.6 millien was used for investments in
unconsolidaced joint ventures. The cash used in 2008 was partially offset by $7.1 million provided from ner sales of
property and equipment. In 2007, continuing operations provided cash of $739.8 million from the sale of our French
discontinued operations, net of cash divested, and $.6 million was provided from net sales of property and equipment.
Partially offsetting the cash provided in the period was $85.2 million used for investments in unconsolidated jeint
ventutes. Qur French discontinued operations used net cash of $12.1 million for investing activities in 2007,

In 2006, our continuing operations used cash for investing activities, including $179.2 million for investments in
unconsolidated joint ventures and $17.6 million for net purchases of property and equipment. The cash used was
partially offset by proceeds of $57.8 million from the sale of our investment in an unconsolidated joint venture and
$.7 miltion from other investing activities. In 2006, our French discontinued operations used net cash of $4.5 million for
investing activities.

Financing Activities.  Net cash used for financing activities totaled $375.6 million in 2008 and $1.15 billion in
2007. In 2008, cash was used for the redemprion of the $300 Million Senior Subordinated Notes, dividend payments of
$63.0 million, net payments on short-term borrowings of $12.8 million and repurchases of common stock of $1.0 million
in connection with the satisfaction of employee withholding taxes on vested restricted stock. These uses of cash in 2008
were partly offset by $7.0 million provided from the issuance of common stock under our employee stock plans.
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In 2007, our continuing operations used cash for the redemption of the $400 Million Term Loan, which was
scheduled to marure on April 11, 2011, the redemption of the §250 Million Senior Subordinated Notes, net payments on
short-term borrowings of $114.1 million, dividend payments of $77.2 mitlion, and repurchases of common stock of
$6.9 million in connection with che satisfaction of employee wichholding taxes on vested restricted stock. These uses of
cash were partly offset in 2007 by $12.3 million provided from the issuance of common stock under our employee stock
plans and $.9 million of excess tax benefit associated with the exercise of stock options. Our French discontinued
operations used net cash of $306.5 million for financing activities in 2007.

In 2006, sources of cash from our continuing operations included proceeds from the $400 Million Term Loan,
$298.5 million in total proceeds from the issuance of $300.0 million of 7%4% senior notes due 2018 {the “$300 Million
7% Senior Notes™), $65.1 million from the issuance of common stock under employee stock plans and $15.4 million of
excess tax benefits associated with the exercise of stock options. Partially offsecting che sources of cash were $394.1 mil-
lion used for repurchases of common stock, net payments on short-term borrowings of $120.7 million and dividend
payments of $78.3 million. In 2006, our French discontinued operations used net cash of $215.0 million for financing
activities.

Shelf Registration Statement.  On October 17, 2008, we filed an automatically effective universal sheif registracion
statemnent (the “2008 Shelf Registration™) with the SEC, registering debt and equity securities that we may issue from
time to time in amounts to be determined. Our previously outstanding universal shelf registration filed with the SEC on
November 12, 2004 (che “2004 Shelf Registration”) was subsumed within the 2008 Shelf Regiscration. As of the date of
this Form 10-K, we have nor issued any securities under our 2008 Shelf Registration.

Share Repurchase Program. At November 30, 2008, we were authorized to repurchase four million shares of our
common stock under a beard-approved share repurchase program. We did not repurchase any shares of our common stock
under this program in 2008.

In the present environment, we are carefully managing our use of cash, including internal capital investments,
investments to grow our business and additional debt reductions. Based on our current capital position, we believe we
have adequare resources and sufficient credit facilities to satisfy our current and reasonably anticipated furure require-
ments for funds to acquire capital assets and land, consistent with our marketing strategies and investment standards, to
construct homes, to finance our financial services operations, and to meet any other needs in the ordinary course of our
business, both on a short- and long-term basis. Although we anticipate that our asset acquisition and development
activities will remain limited in the near term until markets stabilize, we are analyzing potential asset acquisitions and
will use our present financial strength to acquire assets in good, long-term markers when the prices, timing and scrategic
fit are compelling.

OFF-BALANCE SHEET ARRANGEMENTS

We participate in unconsotidated joint vencures that conduct land acquisition, developmenc and/or other home-
building activities in various markets, typically where our homebuilding operations are located. Qur pareners in these
unconsolidared joint ventures are unrelated homebuilders, land developers and other real estate entities, or commercial
enterprises. Through unconsolidated joint ventures, we seek to reduce and share marker and development risks and to
teduce our investment in land inventory, while potentially increasing the number of homesites we own or control. In
some instances, participating in unconsolidated joint ventures enables us to acquire and develop land thar we might not
otherwise have access 10 due to a project’s size, financing needs, duration of development or other circumstances. While
we view our participation in unconsolidated joint ventures as beneficial to our homebuilding activities, we do not view
such participation as essential.

We and/or our unconsolidated joint venture partners typically obtain options or enter into other arrangements to
purchase portions of the land held by the unconsolidated joine vencures. The prices for these land options are generally
negotiated prices that approximate fair value. When an unconsolidated joint venture sells land to our homebuilding
operations, we defer recognition of our share of such unconsolidated joint venture earnings until a home sale is closed and
title passes to a homebuyer, at which time we account for those earnings as a reduction of the cost of purchasing the land
from the uncensotidated joint venrure.
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We and our unconsolidated joint venture partners make initial or ongoing capital contributions to these
unconsolidated joint ventures, typically on a pro rata basis. The obligation to make capital contributions is governed
by each unconsolidated joint vencure's respective operating agreement.

Each unconsolidated joint venture maintains financial statements in accordance with U.S. generally accepted
accounting principles. We share in profits and losses of these unconsolidated joint ventures generally in accordance with
our respective equity interests. Our investment in these unconsolidated joint ventures toraled $177.6 million at
November 30, 2008 and $297.0 million at November 30, 2007. These unconsolidated joint ventures had total assets of
$1.26 billion at Novemnber 30, 2008 and $2.51 billion at November 30, 2007. We expect our investments in
unconsolidated joint ventures to continue to decrease over time and are reviewing each investment to ensure it fits into
our current overall strategic plans and business objectives,

The unconsolidated joinc venrures finance land and inventory investments through a variety of arrangements. To
finance their respective land acquisition and development activities, many of our unconsolidared joint ventures have
obtained loans from third-party lenders that are secured by the underlying property and relared project assets.
Unconsolidated joint ventures had outstanding debt, substantially all of which was secured, of approximately
$371.3 million at November 30, 2008 and $1.54 billion at November 30, 2007. The unconsolidated joint ventures
are subject to various financial and non-financial covenants in conjunction wich cheir debt, primarily related to equity
maintenance, fair value of collateral and minimum land purchase or sale requirements within a specified peried. In a few
instances, the financial covenants are based on our financial position.

In certain instances, we and/or our partner(s} in an unconsolidated joint venture provide guarantees and indemnities
to the unconsolidated joint venrure’s lenders that may include one or more of the following: (a) a completion guaranty;
{b) a loan-to-value maintenance guaranty; and/or {c) a carve-out guaranty. A completion guaranty refers to the physical
completion of improvements for a project and/or the obligation to contribute equiry to an unconsolidated joine venture to
enable it to fund its completion obligations. A loan-to-value maintenance guaranty refers to the payment of funds to
maintain the applicable loan balance at or below a specific percentage of the value of an unconsolidared joint venture's
secured collateral (generally land and improvements). A carve-out guaranty refers o the payment of (i) losses a lender
suffers due to cerrain bad acts or omissions by an unconsolidated joint venture or its partners, such as fraud or
misappropriation, or due te environmental liabilicies arising with respect to the relevant project, or (ii) outstanding
principal and interest and certain other amounts owed to lenders upon the filing by an unconsolidated joint venture of a
voluntary bankruptcy petition or the filing of an inveluntary bankruptcy petition by creditors of the unconsolidated joint
venture in which an unconsolidated joint venture or its partners collude or which che unconsolidated joine venture fails to
contest.

In most cases, our maximum potential responsibility under these guarantees and indemnities is limited to either a
specified maximum dollar amount or an amount equal to our pro rata interest in the relevant unconsolidated joint
venture. In a few cases, we have entered into agreements with our unconsolidated joint venture partners to be reimbursed
or indemnified with respect to the guarantees we have provided to an unconsolidated joint venture's lenders for any
amounts we may pay pursuant to such guarantees above our pro raca interest in the unconsolidated joint venture, If our
unconsolidated joint venture partners are unable to fulfill their reimbursement or indemnity obligations, or otherwise
fail to do so, we could incur more than our allocable share under the relevant guaranty. Should chere be indications that
advances (if made} will not be voluntarily repaid by an unconsolidated joint venture parcner under any such
reimbursement arrangements, we vigorously pursue all rights and remedies available to us under the applicable
agreements, at law or in equity to enforce our reimbursement rights.

Our potential responsibility under our completion guarantees, if triggered, is highly dependent on the facts of a
particular case. In any event, we believe our actual responsibility under these guarantees is limited to the amount, if any,
by which an unconsolidated joint venture's ocutstanding borrowings exceed the value of its assets, but may be
substantially less than chis amount.

At November 30, 2008, our potential responsibility under our loan-to-value maintenance guarantees rotaled
approximately $43.4 million, if any liability were determined to be due thereunder. This amount represents our
maximum responsibility under such loan-to-value maintenance guarantees assuming the underlying collateral has no
value and withour regard to defenses thac could be available ro us against actempred enforcement of such guarantees.
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Nocwithstanding these potential responsibilities, at this time we do not believe that our exposure under our
existing completion, loan-to-value and carve-out guarantees and indemnities related to unconsolidated joint venture
debt is material co our consolidated financial position or resules of operations.

Recently, the lenders for two of our unconselidated jeint ventures filed lawsuits against some of the unconsolidated
joint venitures’ members, and certain of those members’ parent companies, seeking to recover damages under completion
guatantees, among other claims. We and the other parent companies, together with the members, are defending the
lawsuits in which they have been named. We do not believe thar these lawsuits will have a material impact on our
consolidated financial pesition or results of operations.

In addition to the above-described guarantees and indemnicies, we have also provided a several guaranty to the
lenders of one of our unconsolidated joint ventures. By its terms, the guaranty purports to guarantee the repayment of
principal and incerest and certain other amounts owed to the unconsolidated joint venture’s lenders when an inveluntary
bankruptcy proceeding is filed against the unconsolidated joint venture that is nor dismissed within 60 days or for which
an order approving relief under bankruptcy law is entered, even if the unconsolidated joint venture or its partners do noc
collude in the filing and the unconsolidated joinc venrure conteses the filing, Qur potential responsibility under this
several guaranty fluctuates with the outstanding borrowings against the unconsolidated joint venture’s debr and with us
and our partners’ respective land purchases from the unconsolidated joint venrure. Ac November 30, 2008, chis
unconsolidated joint venrure had toral outstanding indebtedness of approximately $373.9 million and, if this guaranty
were then enforced, our maximum potential responsibility under the guaranty would have been approximately
$182.7 million, which amount does not account for any offsers or defenses that could be available to us. This
unconsolidated joint vencure has received notices from its lenders’ administrative agent alleging a number of defaults
under its loan agreement. We are currently exploring resolutions with the lenders, the lenders’ administrative agent and
our unconsolidated joint venture partners, but there is no assurance that we will reach a satisfactory resolution wich all of
the parties involved.

Certain of our other unconsolidated joint ventures operating in difficult market conditions are in default of their
debt agreements with their lenders or are at risk of defaulting. In addition, certain of our unconsclidated joint venture
partners have curtailed funding of their allocable joint venture obligations. We are carefully managing our investments in
these particutar unconsolidated joint ventures and are working with the relevant lenders and unconsolidaced joint venture
partners to reach satisfactory resolutions. In some instances, we may decide to opportunistically purchase our parcners’
interests and would consolidate the joint venture, which would result in an increase in our consolidated mortgages and
notes payable. However, such purchases may not resolve a claimed default by the joint venture under its debe agreements,
Additionally, we may seek new equity partners to participate in our unconsolidated joint ventures or, based on market
conditions and other strategic considerations, may decide to withdraw from an unconsolidared joine venture and allow
the unconsolidared joint venture's lenders to exercise cheir remedies with respect co the underlying collateral {subject to
any relevant defenses available to us). Based on the terms and amounts of the debt involved for these particular
unconsolidated joint ventures and the terms of the applicable joint venture operating agreements, we do not believe that
our exposure related to any defaults by or with respect to these particular unconsolidated joint vencures is marterial to our
consolidated financial position or results of operations.

In the ordinary course of our business, we enter into land option contracts to procute land for the construction of
homes. The use of such land option contracts generally allows us to reduce che risks associated with direct land ownership
and development, reduces our capital and financial commictments, including interest and other carrying costs, and
minimizes the amounc of our land inventories on our consclidated balance sheet. Under such land option contracts, we
will pay a specified option deposit ot earnest money deposit in consideration for che right to purchase land in the future,
usually at a predetermined price. Under the requitements of FASB Incerpreration No. 46(R}), “Consolidation of Variable
Interest Entities” (*FASB Interpretation No. 46(R)"), certain of our land option conrracts may create a variable interest
for us, with the land seller being identified as a variable interest enticy (“VIE™).

In compliance with FASB Interpretation No. 46(R), we analyze our land oprion contracts and other contractual
arrangements when they are entered into or upon a reconsideration event, and as a result have consolidated the fair value
of certain VIEs from which we are purchasing land under option contracts, Although we do not have legal title to the
oprioned tand, FASB Interpretation No. 46(R) requires us o consolidate the VIE if we are determined to be the primary
beneficiary. The consolidation of VIEs in which we were determined to be the primary beneficiary increased our
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inventories, with a corresponding increase to accrued expenses and other liabilities, on our consolidated balance sheecs by
$15.5 million ar November 30, 2008 and $19.0 million at November 30, 2007. The liabilities related to our
consolidation of VIEs from which we are purchasing land under option contracts represent the difference between the
purchase price of oprioned land not yer purchased and our cash deposits. Our cash deposits related to these land option
contracts cotaled $3.4 million at November 30, 2008 and $4.7 million at November 30, 2007. Creditors, if any, of chese
VIEs have no recourse against us. As of November 30, 2008, excluding consolidated VIEs, we had cash deposits totaling
$29.7 million, which were associated with land option contracts having an aggregate purchase price of $333.2 million.

We also evaluare land option contracts in accordance wich Statement of Financial Accounting Standards No. 49,
“Accouaring for Product Financing Arrangements” (“SFAS No. 49”), and, as a result of our evaluations, increased
inventories, with a corresponding increase to accrued expenses and other liabilities, on our consolidated balance sheets by
£81.5 million ac November 30, 2008 and $221.1 million at November 30, 2007.

CONTRACTUAL OBLIGATIONS AND COMMERCIAL COMMITMENTS

The following table summarizes our future cash requirements under contractual obligations as of November 30,
2008 (in thousands):

Payments due by Period

Total 2009 2010-2011 2012-2013 Thereafter
Contractual obligations:
Long-termdebr ... ... .. ... ... ... $1,041,537  $279,522  $365,754 — 81,296,261
Interest . .. oo oo 643,579 112,813 201,867 163,750 165,149
Operating lease obligations . . ... ... .. .. 61,743 18,957 26,317 11,712 4,757
Toral . ...... ... ... . ... .. ... $2,646,859  $411,292  §593,938  $175,462 $1.466,167

We are often required to obrain performance bonds and lecters of credit in support of our obligations to various
municipalities and other government agencies in connection with subdivision improvements such as roads, sewers and
water. At November 30, 2008, we had $761.1 million of performance bonds and $211.8 million of letters of credit
outstanding. At November 30, 2007, we had $1.08 billion of performance bonds and $296.8 million of letters of credit
outstanding. In the event any such performance bonds or letters of credit are called, we would be obligated to reimburse
the issuer of the performance bond or letter of credit. At this time, we do not believe that a material amount of any
currencly outstanding performance bonds or letters of credit will be called. Performance bonds do not have stated
expiration dates. Rather, we are released from the performance bonds as the contracrual performance is completed. The
expiration dates of letters of credit issued in connection with subdivision improvements coincide with che expected
completion dates of the relaced projects. If the obligations related to a project are ongoing, annual extensions of the lecters
of credit are cypically granted on a year-to-year basis.

CRITICAL ACCOUNTING POLICIES

Discussed below are accounting policies that we believe are cricical because of the significance of the activity to
which they relate or because they require che use of significant judgment in their application.

Homebuilding Revenue Recognition.  As discussed in Note 1. Summary of Significant Accounting Policies in the
Notes to Consolidated Financial Starements in this Form 10-K, revenues from housing and other real estate sales are
recognized in accordance with Statement of Financial Accounting Standards No. 66, “Accounting for Sales of Real
Estate” (“SFAS No. 667}, when sales are closed and title passes to the buyer. Sales are closed when ali of the following
conditions are met: a sale is consummated, a significant down payment is received, the earnings process is complete and
the collection of any remaining receivables is reasonably assured.

Inventories and Cost of Sales.  As discussed in Note 1. Summary of Significant Accounting Policies in the Notes to
Consolidated Financial Statements in this Form 10-K, land and housing inventories are stated at cost, unless the carrying
amount is determined not to be recoverable, in which case the inventories are written down to fair value in accordance with
SFAS No. 144. Fair value is determined based on estimated future cash flows discounted for inherent risks associated wich
the real esrate assets, or orher valuation rechnigues. Due to uncertainties in the estimation process, it is possible that actual
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resules could differ from those estimates. Qur inventories typically do not consist of completed projects. However, order
cancellations may result in our having a relatively small amount of inventory of constructed or partially constructed unsold
homes.

We rely on certain estimates to determine our construction and land costs and resulting gross margins associated
wirth revenues recognized. Construcrion and land costs are comprised of direct and allocated costs, including estimared
furure costs for warranties and amenities. Land, land improvements and other common costs are generally altocated on a
relative fair value basis to homes wichin a parcel or community. Land and land development costs include relared interest
and real estate taxes.

In determining a portion of the construction and land costs for each period, we rely on project budgets that are based on
a variety of assumptions, including future construction schedules and costs to be incurred. It is possible that actual resules
could differ from budgeted amounts for various reasons, including construction delays, labor or materials shortages,
increases in costs that have not yet been committed, changes in governmental requirements, unforeseen environmental
hazard discoveries or other unanticipated issues encountered during construction. While the actual results for a particular
construction project are accurately reported over time, variances between the budgeted and acrual costs of a project could
result in the understatement or overstatement of construction and land costs and homebuilding gross margins in a specific
reporting period. To reduce cthe potential for such distortion, we have set forth procedures that collectively comprise a
“critical accounting policy.” These procedures, which we have applied on a consistent basis, include updating, assessing and
revising project budgets on a monthly basis, cbtaining commitments from subcontractors and vendors for furure costs to be
incurred, reviewing the adequacy of warranty accruals and historical warranty claims experience, and utilizing the most
current information available to estimate construction and land costs to be chatged to expense. The variances berween
budgeted and actual costs have historically not had a material impact on our consolidated results of operations. We believe
that cur policies provide for reasonably dependable estimates to be used in the calculation and reporting of construction and
land costs.

Inventory Impairments and Abandonments.  As discussed in Note 6. Inventory Impairments and Abandonments in the
Notes to Consolidated Financial Statements in this Form 10-K, each parcel or community in our owned inventory is assessed to
determine if indicators of potential impairment exist. If indicators of potential impairment exist for a parcel or communiry, the
identified inventory is evaluated for recoverability in accordance with SFAS No. 144. Impairment indicators are assessed
separately for each parcel or community on a quarterly basis and include, but are not limited to: significant decreases in sales
rates, average selling prices, volume of homes delivered or gross margins; significant increases in budgeted land development
and construction costs or cancellation rates; or projected losses on expected future housing or land sales. When an indicator of
potential impairment is identified, we test the asset for recoverability by comparing the carrying amount of the asset to the
undiscounted future net cash flows expected to be generated by the asser. The undiscounted furure nec cash flows are impacted
by our expectations related to: market supply and demand, including estimates concerning average selling prices; sales
incentives; sales and cancellation rates; and anticipated land development, construction: and overhead costs to be incurred.
These estimates are specific to each community and may vary among communities.

A real estate asset is considered impaired when its carrying amount is greater than the undiscounted fucure net cash
flows the asset is expected to generate. Impaired real estate assets are written down to fair vatue, which is primarily based
on the estimated future cash flows discounted for inherent risk associated with each asset. These discounted cash flows are
impacted by: che risk-free rate of return; expected risk premium based on estimated land development, construction and
delivery timelines; market risk from potential future price erosion; cost uncertainty due to development or construction
cost increases; and other risks specific to the asset or conditions in the market in which the asset is located at the time the
assessment is made. These factors are specific to each community and may vary among communities.

Our optioned inventory is assessed to determine whether it continues to meet our internal investment standards.
Assessments are made separately for each optioned parcel on a quarterly basis and are affected by, among other faccors:
current and/or anticipated sales rares, average selling prices, home delivery volume and gross marging; estimated land
development and construction costs; and projected profitability on expected future housing or land sales. When a
decision is made not ro exercise certain land option contracts due to market conditions and/or changes in market strategy,
we write off the costs, including non-refundable deposits and pre-acquisition costs, related to the abandoned projects.

The value of the land and housing inventory we currently own or control depends on marker conditions, including
estimaces of future demand for, and the revenues that can be generated from, such inventory. We have analyzed rrends and

46




other information related to each of the markets where we do business and have incorporated this information as well as
our current ouclook into the assumptions we use in our impairment analyses. Due to the judgment and assumptions
applied in the estimation process with respect to impairments and land option contract abandonments, it is possible that
actual resulrs could differ substantially from those estimated.

We believe the carrying value of our remaining inventory is currently recoverable. However, if conditions in the housing
market worsen in the future beyond our current expectations, or if future changes in our marketing strategy significantly affect
any key assumptions used in our fair value calculations, we may need to take additional charges in future petiods for inventory
impairments or land option contract abandonments, or both, related to existing assets. Any such noncash charges would have
an adverse effect on our consolidated financial position and results of operations and may be material.

Werranty Costs.  As discussed in Note 12. Commitments and Contingencies in the Notes to Consolidated Financial
Starements in this Form 10-K, we provide a limited warraaty on all of our homes. The specific terms and conditions of
warranties vary depending upon the market in which we do business. We generally provide a structural warranty of
10 years, a warranty on electrical, heating, cooling, plumbing and other building systems each varying from two o five
years based on geographic market and state law, and a warranty of one year for other components of the home. We
estimate the costs that may be incurred under each limited warranty and record a liability in the amount of such costs at
the time the revenue associated with the sale of each home is recognized. Factors that affect our warranry liability include
the number of homes delivered, historical and anticipated rates of warranty claims, and cost per claim. We periodically
assess the adequacy of our recorded warranty liabilities, which are included in accrued expenses and other liabilities in the
consolidated balance sheets, and adjust the amounts as necessary based on our assessment. While we believe the warranty
accrual refleceed in the consolidated balance sheets to be adequate, actual warranty costs in the future could differ from
our current estimates.

Stock-Based Compensation.  As discussed in Note 1. Summary of Significant Accounting Policies in the Notes to
Consolidated Financial Statements in this Form 10-K, effective December 1, 2005, we adopted the fair value recognition
provisions of Statement of Financial Accounting Standards No. 123(R), “Share-Based Payment” ("SFAS No. 123(R)"),
which requires that companies measure and recognize compensation expense at an amount equal to the fair value of
share-based payments granted under compensation arrangements. We provide compensation benefits by issuing stock
options, restricted stock, phantom shares and stock appreciation rights (“SARs”). Determining the fair value of share-
based awards at the grant date requires judgment to identify the appropriate valuation model and develop the
assumptions, including the expected term of the stock options, expected stock-price volarility and dividend yield,
to be used in the calculation. Judgment is also required in estimating the percentage of share-based awards that are
expected to be forfeited. We estimated the fair value of stock options granted using the Black-Scholes option-pricing
model with assumptions based primarily on historical data. In addition, we estimated the fair value of certain restricred
common stock that is subject to a market condition (“Performance Shares™) using a Monte Carlo simulation model. If
actual results differ significancly from these estimates, stock-based compensation expense and our consolidated results of
operations could be materially impacted.

Insurance.  As disclosed in Note 1. Summary of Significant Accounting Policies in the Notes to Consolidated
Financial Statements in this Form 10-K, we have, and require the majority of our subcontractors to have, general liability
insurance (including construction defect coverage) and workers” compensation insurance. These insurance policies protect
us against a portion of our risk of loss from claims related to our homebuilding activiries, subject to certain self-insured
retentions, deductibles and other coverage limits. We self-insure a portion of our overall risk through the use of a captive
insurance subsidiary. We record expenses and liabilities based on the costs required to cover our self-insured retention and
deductible amounts under our insurance policies, and on the estimared costs of potential claims and claim adjusement
expenses above our coverage limits or not covered by our policies. These estimated costs are based on an analysis of our
historical claims and include an estimate of construction defect claims incurred but not yet reported. We engage a third-
party actuary that uses our historicat claim dara to estimate our unpaid claims, claim adjustment expenses and incurred
bu not reported claims reserves for che risks that we are assuming under the self-insured portion of our general liability
insurance. Projection of losses related to these liabilities is subject to a high degree of variability due to uncerrainties such
as trends in construction defect claims relative to our markers and the types of product we build, claim settlernent
patterns, insurance industry practices and legal interpretations, 2mong others. Because of the high degree of judgment
required in determining these estimated liability amounts, actual furure costs could differ significantly from our
currently estimated amounts.
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Goodwill.  As disclosed in Note 1. Summary of Significant Accounting Policies in the Notes to Consclidated
Financial Statements in this Form 10-K, we have recorded goodwill in connection with various acquisitions in prior
years. Goodwill represents the excess of the purchase price over the fair value of net assets acquired. In accordance with
SFAS No. 142, we test goodwill for potential impairment annually as of November 30 and between annual tests if an
event occurs or circumstances change that would more likely than not reduce the fair value of a reporting unic below its
carrying amount. We evaluate goodwill for impairment using the two-step process prescribed in SFAS No. 142. The first
step 1is to identify potential impairment by comparing the fair value of a reporting unit o the book value, including
goodwill. If ¢he fair value of 2 reporting unic exceeds the book value, goodwill is not considered impaired. If the book
value exceeds the fair value, the second step of the process is performed to measure the amount of impairment. In
accordance with SFAS No. 142, we have determined that our reporting units are the same as our reporting segments.
Accordingly, we have four homebuilding reporting units (West Coast, Southwest, Central and Southeast) and one
financial services reporting unir.

The process of evaluating goodwill for impairment involves the determination of the fair value of cur reporting
units. [nherent in such fair value determinations are cerrain judgments and estimates relating ta future cash flows,
including our interprerarion of current economic indicarors and market valuations, and assumptions about our strategic
plans wich regard to our operations. To the extent additional informarcion arises, market conditions change or our
strategies change, it is possible that our conclusion regarding whether existing goodwill is impaited could change and
result in a material effecc on our consolidated financial position or results of operations.

In performing our impairment analysis, we developed a range of fair values for our homebuilding and financial
setvices reporting units using a discounted cash flow methodology and a market multiple methodology. For the financial
services reporting unit, we also used a comparable rransaction methodology.

The discounted cash flow methodology establishes fair value by escimating the presenc value of the projected fucure
cash flows to be generared from the reporting unit. The discount rate applied to the projected furure cash flows to arrive at
the present value is intended to reflect all risks of ownership and the associated risks of realizing the scream of projected
future cash flows. The discounted cash flow methodology uses our projections of financial performance for a five-year
period. The most significant assumptions used in the discounted cash flow methodology zre the discount rate, the
terminal value and expected furure revenues, gross margins and operating margins, which vary among reporting units,

The market multiple methodology establishes fair value by comparing us to other publicly traded companies that
are similar to us from an operational and economic standpoint. The marker multiple methodology compares us to the
comparable companies on the basis of risk characteristics in order to determine our risk profile relative to the comparable
companies as a group. This analysis generally focuses on quantitative considerations, which include financial performance
and other quantifiable data, and qualitarive considerations, which include any factors which are expected to impact futare
financial performance. The most significant assumptions affecting the marker multiple methodology are the market
multiples and control premium. The market mulciples we use are: a) price to net book value and b) encerprise value to
revenue (for each of the homebuilding reporting units). A control premium represents the value an investor would pay
above minority interest transaction prices in order to obrain a controlling interest in che respective company. The
comparable transaction methodology establishes fair value similar to the market multiple methodology, utilizing recent
transactions within the industry as the market multiple. However, no control premium is applied when using the
comparable transaction methodology because these transactions represent control transactions.

Based on the results of our impairment evaluation performed in the second quarter of 2008, we recorded an
impairment charge of $24.6 million in that quarter relared to our Central reporting segment, where alt of the goodwill
previously recorded was determined to be impaired. The annual goodwill impairment test we performed as of
November 30, 2008 resulted in an impairment charge of $43.4 million in the fourth quarter of 2008 related to our
Southeast reporting segment, where all of the goodwill previously recorded was determined to be impaired. Based on the
results of our impairment evaluation performed in the third quarter of 2007, we recorded an impairment charge of
$107.9 million in that quarter related to our Southwest reporting segment, where all of the goodwill previously recorded
was determined to be impaired. The annual goodwill impairment test we performed as of November 30, 2007 indicated
no additional impairment. The goodwill impairment charges in 2008 and 2007 were recorded at our corporate level
because all goodwill is carried at that level. As a result of chese impairment charges, we have no remaining goodwill
company-wide at November 30, 2008.
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Income Taxes.  As discussed in Note 1. Summary of Significant Accounting Policies in the Notes to Consolidated
Financial Statements in this Form 10-K, we accounr for income taxes in accordance with SFAS No. 109. The provision
for, or benefit from, income taxes is calculated using the asset and liability method, under which deferred tax assets and
liabilities are recorded based on the difference between the financial statement and tax basis of assets and liabilities using
enacted tax rares in effect for the year in which the differences are expected to reverse. Deferred tax assers are evaluared ona
quarterly basis to determine whether a valuation allowance is required. In accordance with SFAS No. 109, we assess
whether a valuation allowance should be established based on cur determination of whether it is more likely than not chat
some portion or all of the deferred tax assets will not be realized. The ultimate realization of deferred tax assets depends
primarily on the generation of future taxable income during the periods in which those temporary differences become
deductible. Judgment is required in determining the future tax consequences of events that have been recognized in our
consolidated financial stacements and/or tax returns. Differences between anticipated and acrual outcomes of these future
tax consequences could have a material impact on our consolidated financial position or results of operations.

As discussed in Note 17. Income Taxes in the Notes to Consolidated Financial Statements in this Form 10-K, we
implemented the provisions of FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes — an
interpretation of FASB Statement No. 109" ("FASB Interpretation No. 48"), effective December 1, 2007. The
cumularive effect of the adoption of FASB Interpretation No. 48 was recorded in 2008 as a $2.5 million reduction
to beginning recained earnings. In accordance with the provisions of FASB Interpretation No. 48, we recognized, in our
consolidated financial statements, the impact of a tax position if a tax return's position or future tax position is “more
likely than not” to prevail (defined as a likelihood of more than 50% of being sustained upon audit, based on the technical
merits of the tax position). ’

We recognize accrued interest and penalries related to unrecognized tax benefits in our consolidated financial
statements as a component of the income tax provision consistent with our historical accounting policy. Our liability for
unrecognized tax benefits, combined with accrued interest and penalties, is reflected as a component of accrued expenses
and other liabilities in our consolidated balance sheets.

Prior to the adoption of FASB Interpretation No. 48, we applied Statement of Financial Accounting Standards
No. 5, “Accounting for Contingencies,” ("SFAS No. 5, to assess and provide for potential income tax exposures, In
accordance with SFAS No. 5, we maintained reserves for tax contingencies based on reasonable estimates of the tax
liabilities, interest, and penalties {if any) that may result from such audits. FASB Interpretation No. 48 substancially
changes the applicable accounting model and is likely to cause greater volatility in our consolidated statements of
operations and effective tax rates as more items are specifically recognized and/or derecognized wichin income cax
expense. '

RECENT ACCOUNTING PRONOUNCEMENTS

In September 2006, che Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting
Standards No. 157, “Fair Value Measurements” (“SFAS No. 137"}, which provides guidance for using fair value to
measure assets and liabilities, defines fair value, establishes a framework for measuring fair value in generally accepred
accounting principles, and expands disclosures about fair value measurements. SFAS Na. 157 is effective for fiscal years
beginning after November 15, 2007 and for interim periods within chose years. In February 2008, the FASB issued FASB
Staff Position No. FAS 157-2, “Effective Date of FASB Staternent No. 1577 (“FSP No. FAS 157-2"), which delayed for
one year the applicability of SFAS No. 157’ fair value measurements to certain nonfinancial assets and liabilities. We
adopted SFAS No. 157 in 2008, except as it applies to those nonfinancial assets and liabilities affected by the one-year
delay. The partial adoption of SFAS No. 157 did not have a material impact on our consolidated financial position or
resulrs of operations. While we are currently evaluating the impact of adopting the remaining provisions of SFAS No. 157,
we do not expect SFAS No. 157 to have a material impact on our consolidated financial position or results of operations.

In December 2007, the FASB issued Srarement of Financial Accounting Standards No. 141 (revised 2007),
“Business Combinations™ (“SFAS No. 141(R)”). SFAS No. 141(R) amends Statement of Financial Accounting
Standards No. 141, “Business Combinations” (“SFAS No. 141"), and provides revised guidance for recognizing and
measuring idenrifiable assets and goodwill acquired, liabiliries assumed, and any noncontrolling interest in the acquiree.
It also provides disclosure requirements to enable users of the financial scacements to evaluarte the nature and financial
effects of the business combination. SFAS No. 141(R) is effeccive for fiscal years beginning after December 15, 2008 and
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is to be applied prospectively. We are currently evaluating the potential impact of adopting SFAS No. 141(R} on our
consclidated financial position and resules of operations.

In December 2007, the FASB issued Statement of Financial Accounting Standards No. 160, “Noncontrolling
Interests in Consolidated Financial Statements — an amendment of ARB No. 517 (“SFAS No. 160"). $FAS No. 160
establishes accounting and reporting standards pertaining to ownership interests in subsidiaries held by parties other
than the parent, the amount of net income attributable to the parent and vo the noncontrolling interest, changes in a
parent’s ownership interest, and the valuation of any retained noncontrolling equity investment when a subsidiary is
deconsolidated. SFAS No. 160 also establishes disclosure requirements that clearly identify and distinguish berween the
interests of the parent and the interests of the noncontrolling owners. SFAS No. 160 is effective for fiscal years beginning
on or after December 15, 2008. We are currently evaluating the potential impact of adopting SFAS No. 160 on our
consclidated financial position and resules of operations.

In May 2008, che FASB issued Statement of Financial Accounting Standards No. 162, “The Hierarchy of Generally
Accepred Accounting Principles” ("SFAS No. 1627). SFAS No. 162 identifies the sources of accounting principles and the
framework for selecting che principles to be used in the preparation of financial staternents of nongovernmenta! entities
that are presented in conformity with generally accepted accounting principles in the United States. We do not expect the
adoption of SFAS No. 162 to have a marerial impact on our consolidated financial position or results of operations.

In May 2008, the FASB issued Statement of Financial Accounting Standards No. 163, “Accounting for Financial
Guarantee [nsurance Contracts — an interpretation of FASB Statement No. 60" (“SFAS No. 163”). SFAS No. 163
clarifies how Statement of Financial Accounting Standards No. 60, “Accounting and Reporting by Insurance Encer-
prises” (“SFAS No. 60") applies to financial guarantee insurance contracts, including the recognition and measurement of
premium revenue and claim liabilities. SFAS No. 163 also requires expanded disclosures about financial guarantee
insurance contracts. SFAS No. 163 is effective for financial statements issued for fiscal years and interim periods
beginning after December 15, 2008. We are currently evaluating the potential impact of adopting SFAS No. 163 on our
consolidated financial position and results of operations.

In June 2008, the FASB issued FASB Staff Position No. EITE 03-6-1, “Determining Whether Instruments Granted
in Share-Based Payment Transactions Are Participating Securities” (“FSP No. EITF 03-6-1"). Under FSP No. EITF 03-6-
1, unvested share-based payment awards that contain non-forfeitable rights to dividends or dividend equivalents
{whether paid or unpaid) are parricipating securities and shall be included in the computarion of earnings per share
pursuant to the two-class method. FSP No. EITF 03-6-1 is effective for financial statements issued for fiscal years
beginning after December 15, 2008, and interim periods within those years and requires retrospective application. We
are currently evaluating the impact of adopring FSP No. EITF 03-6-1 on our earnings per share.

In October 2008, the FASB issued FASB Staff Position No. FAS 157-3, “Determining the Fair Value of a Financial
Asset When the Market For That Asser Is Not Active” (“FSP No. FAS 157-3"). FSP No. FAS 157-3 clarifies the
application of SFAS No. 157 in a market that is not active. FSP No. FAS 157-3 became effective upon issuance, including
prior periods for which financial statements have not been issued. Our adoption of FSP No. FAS 157-3 did not have a
material impact on our consolidated financial position or results of operations.

In December 2008, che FASB issued FASB Staff Position No. FAS 140-4 and FIN 46-(R)-8, "Disclesures by Public
Entities (Enterprises) about Transfers of Financial Assets and Interests in Variable Interest Entities” ("FSP No. FAS 140-4
and FIN 46(R)-8"). FSP No. FAS 140-4 and FIN 46(R)-8 amends FASB Statement No. 140, “Accounting for Transfers
and Servicing of Financial Assets and Extinguishments of Liabilities” (“SFAS No. 140"}, to require public entiries to
provide additional disclosures about transfers of financial assets. It also amends FASB Interpretation No. 46(R), to tequire
public enterprises, including sponsors that have a variable interest in a VIE, to provide additional disclosures about their
involvement with VIEs. FSP No. FAS 140-4 and FIN 46(R}-8 is related to disclosure only and will not have an impact on
our consolidated financial position or results of operations.

OUTLOOK

At November 30, 2008, our backlog of new home orders totaled 2,269 homes, a decrease of 64% from the 6,322
homes in backlog at November 30, 2007. Our backiog at November 30, 2008 represented projected future housing
revenues of approximately $521.4 million, down 65% from approximarely $1.50 billion at November 30, 2007. The
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substanrially lower backlog of homes and projected furure housing revenues at the end of cur 2008 fiscal year compared to
the prior year-end was due to the combined impact over the past several quarters of negative year-over-year net order results,
lower average selling prices, and our strategic initiatives ro reduce our inventory and active community counts to berter
align with diminished housing market activiry. In 2008, our average active community count was 38% lower than in 2007,

Qur lower active community count also reduced our operating results in the fourth quarter of 2008 compared to the
year-earlier quarter. Qur homebuilding operations generaced 1,296 net orders in the fourth quarter of 2008, down 50%
from the 2,574 net orders generated in the corresponding quarter of 2007. Our net orders in the fourch quarcer of 2008
were also reduced by our transition to new, value-engineered product, which disrupted sales activity as some communities
were temporarily shut down and other communities experienced a lag in orders while discontinuing current product
offerings, and by continued weakness in demand for new housing.

Conditions in the housing sector continued to decline throughour 2008, accelerating in the second half of the year
with the sharp decline in the general economy. A deteriorating economy and turbulent financial and credic markets
further eroded consumer confidence, increased unemployment and foreclosures and caused credic standards for home-
buyers to tighten further. As a result, although home prices and mortgage rates fell substantially during 2008, improving
affordability, many potential homebuyers remain reluctant or are unable to commit to a new home purchase. There are
several reasons for their reluctance, including an inability to obtain adequate financing; an inability to sell their existing
home at a perceived fair price or at a price that covers their existing mortgage; anxiety about current economic conditions
or employment prospects; or expectations that home prices will fall furcher or chat greater incentives will be offered by
home sellers given the persistent oversupply in many markets.

As we enter 2009, the U.S. economy remains in a severe recession and the homebuilding industry faces even greater
adverse pressures than at the beginning of 2008. Affordability, wavering buyer confidence and significantly tighter
mortgage lending standards, coupled wich a considerable oversupply of new and existing homes for sale (boosted by
foreclosures), continue to weigh on the housing market and may cause further deterioration in operating conditions and
sales results. Meanwhile, it remains uncertain when the housing market or the broader economy will experience a
meaningful recovery.

Recent actions taken or under consideration by the federal government designed to boost housing demand could
soften the impact of the recession. Nonetheless, it is very likely that key housing meerics, including starts, new home sales
and existing home sales, will continue to weaken in 2009. We therefore expect fierce price competition to persist well
into 2009 and margins to remain under pressure throughout the year. This could lead to more inventory impairments and
land option contract abandonments, though potentially smaller in magnitude.

Given the volatile trends and uncertain economic conditions clouding the housing markets, and our current backlog
levels, we have limited ability to forecast our 2009 consolidated operating and financial results. As of the date of this
Form 10-K, we expect poor demand for, and the substantial oversupply of, housing to continue, sustaining the sharply
reduced home sales volumes and severe downward pricing pressures that we and our industry have experienced since the
second half of 2006, compared to the firse half of this decade.

While there are many significane factors cthat we cannot control, we intend to navigate the present housing markert
and general economic downturn by remaining focused on improving areas within our control and on achieving further
progress on three primary goals: maintaining a strong cash position and balance sheet; restoring our homebuilding
operations to profitability; and positioning our business to capitalize on a housing market recovery when it occurs.
Consistent with these geals, in the past two years we have: (i) built up and conserved our cash, ending 2008 with a
substantial cash balance of $1.25 billion, including $115.4 million of restricted cash in the Interest Reserve Account, and
no cash borrowings under our Credit Facility; (ii) reduced our inventory and active community counts, consolidated
operations and cut overhead costs in many markets, while selectively exiting or winding down activity in others; and
(iii} introduced new products designed to meet consumers’ needs, tastes and affordability concerns. Our key business
strategies and plans for 2009 will continue to reflect these priorities, and we expect to be cash flow positive and to have no
outstanding cash borrowings under our Credit Facility during the year.

Our highest priority as we move ahead is to increase our margins and restore the profitability of our homebuilding
operations. In the near term, our focus on margins and profitability will mean selling the right product at the right price,
with the right marketing strategy, for each individual served market, and maintaining our presence in those markets that
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we believe will provide the best operating platform o drive future growth. It also means continuing to reduce our costs
and to operate more efficiently in accordance with the principles of our KBnxt operational business model.

Consistent with our near-term focus on offering the right product ac the righe price, we accelerated a product
transition strategy in the second half of 2008, introducing in particular communities new, value-engineered product with
more affordable standard features that are more cost-effective to build and can be offered ar lower base selling prices
compared to prior product offerings. The reengineered product, which we refer to as The Open Series™, is designed to
meet the demands of our core firsc-time homebuyers in the current market environment by offering greater design
choices than the product it is replacing and price points for consumers at or near median income levels. At the same time,
it gives homebuyers more flexibility and options to customize a home to meet their own rastes and budget. We are
continuing to roll cut the reengineered product and expect to have more communities fully transitioned to The Open
Series in 2009. We believe our product transition strategy, when fully implemented, will have a positive impact on our
margins and net orders in future petiods. However, we expect that the implementation process will temporarily depress
our sales and margins for transitioning communities in 2009, refleccing a lag between discontinuing prior product and
bringing the new product online, and will reduce our year-over-year results of operations for that period.

During 2008, we continued our aggressive steps to streamline our organizational structure to reduce costs in
proportion to our revenues. We expect these changes to produce tangible benefits, in the form of selling, general and
administrative expense reductions, in future quarters. In making these adjustments, we have selectively maintained
operations in key served markets and have made investments that we believe will enable us to prudently and effectively
expand our operations when market conditions improve. In 2009, we will maintain our focus on bringing our costs in line
with our revenues and preserving a solid foundation for growth as market conditions become more favorable.

We will continue to assess and re-assess our geographic footprint, seeking optimal volume levels at which to operate,
and adjusting our community counts and product mix to maximize financial performance. We expect to continue to
operate with fewer active communities and to remain conservative in our asset acquisition and development activities
until we see reasonable signs of a housing market recovery, though we remain alert to potential new opportunities. Asa
result, we expect our delivery volume and corregponding revenues to remain at reduced levels in 2009 and, if market
conditions decline further, we may need to take additional noncash charges for inventory and joint venrure impairments
and land option contract abandonments. In addition, our 2009 results could be adversely affected if general economic
conditions continue to deteriorate, if job losses accelerate, if foreclosures increase, if consumer mortgage lending becomes
less available or more expensive, or if consumer confidence remains weak or declines further, any or all of which could
furcher delay a recovery in housing markets or result in further deterioration of operating conditions and our financial
results.

In light of the current recession, conditions in the housing market and the overall economy are likely to deteriorace
further before they improve. We continue to believe that a meaningful improvement in housing market conditions will
require a sustained decrease in unsold homes, price stabilization, reduced foreclosure rates, and the restoration of
consumer and credit market confidence that will support a decision to buy a home. While we cannot predict when these
events will occur, based in large part on the aggressive actions we have taken over the past two years, we believe we are
well-positioned financially and strategically to weather the current downturn and ro capitalize on potential furure
opportunities for growth in the expected near-term housing market environment. Longer term, we believe favorable
demographics, population growth and the continuing desire for home ownership wiil drive demand for new homes in our
served markets, and thar our operating approach and financial resources will allow us to capitalize on opportunities in
those markets as they emerge.

FORWARD-LOOKING STATEMENTS

Investors are cautioned that certain statements contained in this document, as well as some statements by us in
periodic press releases and other public disclosures and some oral statements by us to securities analysts and stockholders
during presentations, are “forward-looking statements” within the meaning of the Private Securiries Lirigation Reform
Act of 1995 (the “Act”). Stacements chat are predictive in nature, that depend upon or refer to future events or conditions,
or that include words such as “expects, "M plans,” “believes,” “estimates,” “hopes,” and similar
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anticipates,” “intends,
expressions constitute forward-looking statements. In addicion, any statements concerning furure financial or operaring
performance {including future revenues, homes delivered, selling prices, expenses, expense ratios, margins, earnings or
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earnings per share, or growth or growth rates}, future market conditions, future interest rates, and other economic
conditions, ongoing business strategies or prospects, future dividends and changes in dividend tevels, che value of
backlog (including amounts that we expect to realize upon delivery of homes included in backlog and the timing of those
deliveries), potential future acquisitions and che impact of completed acquisitions, future share repurchases and possible
future actions, which may be provided by us, are also forward-looking statements as defined by the Act. Forward-looking
statements are based on current expectations and projections about future events and are subject to risks, uncertainties,
and assumptions about our operations, economic and market factors, and the homebuilding industry, among other
things. These statements are not guarantees of future performance, and we have no specific policy or intention to update
these statements.

Actual events and results may differ materially from those expressed or forecasted in the forward-looking sratements
due €0 a number of factors. The most imporeant risk factors that could cause our actual performance and future evencs and
actions to differ materially from such forward-looking statements include, but are not limited to: general economic and
business conditions; adverse market conditions that could result in additional impairments or abandonment charges and
operating losses, including an oversupply of unsold homes and declining home prices, among other things; conditions in
the capital and credit markets (including consumer mortgage lending standards, the availability of consumer mortgage
financing and mortgage foreclosure rates); material prices and availability; labor costs and availability; changes in interest
rates; inflation; our debt level; declines in consumer confidence; increases in competition; weather conditions, significant
natural disasters and other environmental factors; governmenct actions and regulations directed at or affecting the housing
market, the homebuilding industry, or construction activities; the availability and cost of land in desirable areas; legal or
regulatory proceedings or claims; the ability and/or willingness of participants in our unconsolidated joint ventures to
fulfili their obligations; our ability to access capital, including our capacity under our Credit Facility; our ability to use
the net deferred tax assets we have generated; our ability to successfully implement our planned product transicion,
geographic and market repositioning and cost reduction strategies; consumer interest in our new product designs; and the
other risks discussed above in Item 1A. Risk Factors.
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Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We primarily enter into debe obligations to support general corporate purposes, including cthe operations of our
subsidiaries. We are subject to interest rate risk on our senior notes. For fixed rate debt, changes in interest rates generally
affect the fair value of the debrt instrument, but not our earnings or cash flows. Under our current policies, we do not use
interest rate derivative instruments to manage our exposure to interest rate changes.

The following tables set forth principal cash flows by scheduled maturicy, weighted average incerest rates and rhe
estimated fair value of our long-term debt obligations as of November 30, 2008 and November 30, 2007 (dollars in
thousands):

ir Vi
As of November 30, 2008 for the Years Ended November 30, gzjv;mﬁ:: ;5'
2009 2010 2011 2012 2013 Thereafter Total 2008
Long-term debt (a}
Fixed Rate $200,000 ¢§ - $348908 § 5 - $1,296,261 §1,845,1690 § 1,270,979
Weighted Average Interest Rate 8.6% —% 6.4% —% —% 6.3%
(a)The fixed rate debt expected to mature in our 2009 fiscal ycar matured on December 15, 2008 and was redeemed by us,
As of November 30, 2007 for the Years Ended November 30, £(:,rer‘:l;l:: ;(t)
2008 2009 2010 2011 2012 Thereafter Total 2007
Long-term debt
Fixed Rate $ — $200,000 $298,273 $348,549 § — 31,295,832 $2,142,654 § 1,921,042
Weighted Average Interest Rate —% 8.6% 7.8% 6.4% —% 6.3%
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Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

KB HOME
INDEX TO CONSOLIDATED FINANCIAL STATEMENTS
Page
Number

Consolidared Statements of Operations for the Years Ended November 30, 2008, 2007 and 2006. .. ... .. 56
Consolidated Balance Sheets as of November 30, 2008 and 2007 . ... ... .. ... . i n ... U 57
Consolidated Starements of Stockholders’ Equity for the Years Ended November 30, 2008, 2007 and 2006 . ... 58
Consolidared Statements of Cash Flows for the Years Ended November 30, 2008, 2007 and 2006 . ... ... 59
Notes to Consolidated Financial Statements. . . . .o oottt n it et e e e e e e e 60
Report of Independent Registered Public Accounting Fiem. . ... ... ... .. .. . i 95

Separate combined financial statements of our unconsolidared joint venture activities have been omitted because, if
considered in the aggregate, they would nor consticute a significant subsidiary as defined by Rule 3-09 of Regularicn 8-X.
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KB HOME
CONSOLIDATED STATEMENTS OF OPERATIONS
{In Thousands, Except Per Share Amounts)

Years Ended November 30,

2008 2007 2006
Total CEVEMUES . .. v vttt et e e e e et et e e $3,033,93¢ §6,416,526  $ 9,380,083
Homebuilding:
Revenues . ... e $3,023,169 §6,400,591  § 9,359,843
Construction and land costs . . .. ........... ... ........ (3,314,815) (6,826,379 (7,666,019
Selling, general and administrative expenses. . .. ... .. ...... (501,027) (824,621)  (1,123,508)
Goodwill impairment .. ... ... .. .. ... . .. .. ... (67,970 {107,926) —
Operating income {loss) . . ... .o (860,643)  (1,358,335) 570,316
INeerest INCOIMIE . . . . iyt t r e e e e et et st e e 34,610 28,636 5,503
Loss on early redemption/interest expense, net of amounts
apitalized. ... ... (12,966) (12,990} (16,678)
Equity in loss of unconsolidated joint ventures. . . .. ... ... .. (152,750} (151,917} (20,830)
Homebuilding prerax income (loss) . . ... .............. (991,749)  (1,494,606) 538,311
Financial services:
Revenues . ... .. ... ... . ... e 10,767 15,935 20,240
EXPENSES. .« o v vttt e e (4,489) (4,796) (5,923)
Equity in income of unconsolidated joint venture. .. ... ... .. 17,540 22,697 19,219
Financial setvices pretax income .. ... ... ..o 23,818 33,830 33,536
Income (loss) from continuing operations before income taxes ., . . . . . (967,931) (1,460,770) 571,847
Income tax benefit (expense) . . ... ... ... .. ... ... .. .. .... (8,200} 46,000 (178,900}
Income (loss) from continuing operations. . .. .............. (976,131) (1,414,770) 392,947
Income from discontinued operations, net of income taxes ... ... .. — 47,252 89,404
Gain on sale of discontinued operations, net of income taxes. . . . . . . — 438,104 _
Net income (loss) - .. ... .. . . i i i $ (976,131) $ (929414) § 482,351
Basic earnings (loss) per share:
Continuing OPerations . . . . ... .o\ eeu et $ (1259 $ (1833) $ 499
Discontinued operations. . ... .. i — 6.29 1.13
Basic earnings (loss) pershare. . .. ... ... ... ... ... ..., $ (12.59) $ (12.04) 3 6.12
Diluted earnings (loss) per share:
Continuing OPerations . . .. .. ...ttt i ea b3 (12.59) § (18.33) & 4.74
Discontinued operations. . . .. ... ... .. . i — 6.29 1.08
Diluted earnings {loss) pershare. .. ....... ... ... .. ... .... $ (1259 % (12.04) # 5.82

See accompanying notes.
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KB HOME
CONSOLIDATED BALANCE SHEETS
{In Thousands, Except Shares)

Assets

Homebuilding:
Cash and cash equivalents . . . .. ... ... .. ... .
Resericted cash . .. .. ... oo e
Receivables . . . .. ...
T Pt T
Investments in unconsolidated joint ventures. . . . .......... ... ... ...
Deferred iNCOME TAXES . . . . . o oottt ittt it it
Goodwill .. ... . e e e

Other assets . . .o oo i e e et et e

Financial Services . . . . . e e e e e e e

Total ASSEIS . . . . o o e e e e e e e e e e e e

Liabilities and stockholders’ equity

Homebuilding:
Accounts payable ... ... L. L
Accrued expenses and other liabilicies . ... ... .. .. .o o oL

Mortgages and notes payable. . . ... ... .. o

Financial services . . . vt it e e e e e e e e e e e e e
Srockholders’ equity:

Preferred stock -—— $1.00 par value; authorized, 10,000,000 shares; none
T 1=«

Common stack — $1.00 par value; authorized, 290,000,000 shares at
November 30, 2008 and 2007; 115,120,305 and 114,976,285 shares
issned at November 30, 2008 and 2007, respectively. .. .............

Paid-in capital . ... ... . .
Retained earnings . . . . . oo v ittt e e
Accumulated other comprehensive loss ... ... ... ... Lo
Grantor stock ownership trust, at cosc: 11,901,382 and 12,203,282 shares
ar November 30, 2008 and 2007, respectively . . . ... ... . ... ...
Treasury stock, at cost: 25,512,386 and 25,451,107 shares at November 30,
2008 and 2007, respectively . .. .. ..o

Total stockholders’ equity .. .. ... ... ... .. .

Tortal liabilities and stockholders’ equity. . . .. .. ....... ... .. .. ... ...

See accompanying notes.
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November 30,

2008 2007

$1,135,399  $1,325,255
115,404 —
357,719 295,739
2,106,716 3,312,420
177,649 297,010
1,152 222,458

— 67,970

98,109 140,712

3,992,148 5,661,564
52,152 44,392

$4,044,300 85,705,956

$ 541,294 $ 699,851
721,397 975,828
1,941,537 2,161,794

3,204,228 3,837,473
9,467 17,796

115,120 114,976
865,123 851,628
927,324 1,968,881
{17,402) (22,923}

(129,3206) (132,608)

(930,234) (929,267)
830,605 1,850,687
34,044,300 $5,705,956




KB HOME
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

(In Thousands)
Years Ended November 30, 2008, 2007 and 2006
Number of Shares Accumulated
Grantor Other Grantor
Swock Comprebensive Stock Total
Common Ownership Treasury Common Paid-in Retained Income Deferred  Ownership Treasury Stockholders’
Stock Trust Stock Stock  Capita!l  Earnings (Loss) Compensation  Trust Stock Equity

Balance at November 30, 2005 ., , . .. .. 113,905 (13,0000 (19,021) $113,905 $742,978 $2,571,372 $ 28,704 $  (13,605) $(141,266) $(528,291) $2,773,797
Comprehensive income:

Netincome ... ............... -_— — —_ — — 482,351 — — — — 482,351

Foreign currency translacion . . ... . .. — — —_ — — —_— 34,493 — — 34,493

Total comprehensive income . . . ... .. — — — — — — — — — — 516,844
Dividends on commen stock .. . . ... .. —_ —_ — — —_ (78,258) — — — — (78,258)
Exetcise of employee stock options . . . . . . 744 —_— 744 34,723 — — — — — 39,467
Restricted stock awards. . ... ... ... .. — 537 —_ — 32,726 — - — 5,839 — 38,565
Restricted stock amortization , ., ., ... ... —_— -_— — 4,649 —_ —_ —_ — —_ 4,649
Stock-based compensation . .. . .. .. ... — — — — 19,358 - — — — — 19,358
Grantor stock owoecship truse. ., ... L. —_— 118 _ —_ 5.129 - — — 1,27 — 6,406
Teeasury stock . ... ... — —  {6,253) — —_ —_— — — — (394,080) (394,080}
Reclass due to SPAS No, [23(R)

implementation. . .. ... ... ... ... — — — — (13,605} — — 13,605 — — —
Balance at November 30,2006 . .. ... .. 114,649 (12,345 (25,274) 114,649 825,958 2975465 63,197 —  (134,150) (922,371) 12,922,748
Coemprehensive loss:

O 1 — — —_ — —  (929.414) — — —_ — (929,414

Foreign curtency cranslation . .. ... .. — — — — — — (63,197) — — — (63,197)

Total comprehensive loss . . ... ... ... — — — — — — - — — (992,611)
Postretirement benefits adjustment. . . . .. — — — — — — (22,923) — _ (22,923)
Dividends on commen stock . ... ... .. — — — — — (77,170) — — —_ (77,170)
Exercise of employee stock options . . . . . . 327 — — 327 9,718 —_ — — — — 10,045
Restricred stock amortization . . . .. .. .. — — — — 4,993 — — —_ — 4,993
Stock-based compensation . . ... ... ... — — — — 9,354 — — —_ — 9,354
Grantor stock ownership trust. . . ... ... —_ 142 — — 1,605 - — 1,542 -— 3,147
Treasury stock . . .. ..., ... .. ... .. _ —_ (7h — —_ — -— — (6,896} {5,896)
Balance at November 30,2007 . . ... ... 114,976 (12,203} (25451) 114976 851,628 1,968,881 (22,923) —  (132,608) (929,267) 1,850,687
Comprehensive loss:

Neeloss .. ... ..o, —_ — —_ —_ —  {976,131) — — —_— —_ (976,131)

Postretirenent benefits adjusement . . . . —_ _— — — —_ —_ 5,521 — — — 5,521

Toral comprehensive loss . . ... ... .. _ — — — —_ — — — {970,610
Dividends on common stock ... ... ... — — — — —_— (62,967) —_ — —_— —_ (62,967}
FASB Interpretation No. 48 adjustment. . . — — —_ — (2,459) — — —_— — (2,459
Exercise of employee stock options . . . . . . 144 — 144 1,443 — — — — — 1,587
Restricted scock amortization . . .. .. ... —_ — —_ - 4,946 _ — — — — 4,946
Stock-based compensation . . ... ... .. — — — — 5018 — — — — — 5,018
Grantor stock ownership trust. . . .. .. ., — 302 — - 2,088 — — — 3,282 - 3,370
Treasury stock . . .. .. ... ..., .. ... — — (61) —_ —_ —_— — — — (957) (967)
Balance at November 30,2008 . . .. .. .. 115,120 (11,901) (25,512) $115,120 $865,123 § 927324 § (17.402) $% —  $(129,326) $(930,234) $§ 830,605

See accompanying notes.
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KB HOME
CONSOLIDATED STATEMENTS OF CASH FLOWS

{In Thousands)
Years Ended November 30,
2008 2007 2006
Cash flows from operating activities:
Nt INCOME (L0SS) . « « o o vt e e e e e $ (976,131) $ (929,414) $ 482351
Income from discontinued operations, net of income taxes . . . . ............ ... —_ (47,252)  (89,404)
Gain on sale of disconrinued operations, net of income taxes . ... .. ... ... — (438,104) —_—
Adjustments to reconcile net income (loss) to net cash provided by
operating activities:
Equity in loss of unconsolidated joint ventures. . . . ... ... .o e e 135,210 129,220 1,611
Distriburions of earnings from unconsolidated joint ventures. . . ... .. ... ... ... 22,183 42,356 13,553
Gain on sale of investment in unconsolidated joint venture. . .. ........ ... ... — — (27.612)
Amortizacion of discounes and 1SSUANCE COSES . . o v v o v v v vt v v st r i 2,062 2,478 2,441
Depreciation and amortization. . . .. ... o 9,317 17,274 18,091
Loss on early redemprionof debe . . ... .. ... L i 10,388 12,990 —
Deferred iNCOME TAXES . . . . o o ot e e e e e e 221,306 208,348  (189,047)
Tax benefit associated with exercise of stock options . .. .. ..., ... ... ..., 2,097 (882) (15,384)
Stock-based compensation eXpense . . . . . ... ... s 5,018 9,354 19,358
Inventory impairments and land option contract abandonments. . ... . ...... ... 606,791 1,253,982 372,637
Goodwill impairment . . ... ... . e e 67,970 107,926 —
Changes in assets and liabilities:
RECEIVADIES . . o v v v o e e e e e e e e (60,565) (71,406) (23,529
FOVBIEOIIES - « o o v e e e e e e e e e e e e 545,850 779,875  (356,342)
Accounts payable, accrued expenses and other liabilities . . ... ...... ... . ... (282,781) (340,630) 205,707
L0 0T 1 S 32,607 13,387 7,182
Net cash provided by operating activities — continuing operations. . . ... ..., ... ... 341,322 749,502 421,613
Ner cash provided by operating activities — discontinued operations . .. ... ........ — 297,397 229,305
Net cash provided by operating activities. . . . ... o ie i e 341,322 1,046,899 651,118
Cash flows from investing activities:
Sale of discontinued operations, net of cash divested . . . ... .. ... ... L — 739,764 —
Sale of invesement in unconsolidated joint venture . . . ... .. .. L oo — — 57,767
Changeinrestricted cash. . . ... .. . (115,404) — —_
Investments in unconsolidated joint venrures. . .. .. .. ... (59,625 (85,188 (179,184)
Sales (purchases) of property and equipment, net . . .. ... ... ... L. 7,073 685 (17,638)
Other, met. . ... e e e e e e e —_ — 772
Net cash provided (used) by investing activities — continuing operations . .. ........ (167,956) 655,261  (138,283)
Net cash used by investing activities — discontinued operations .. ... ............ — (12,112) 4,477
Net cash provided (used) by investing activities ... ...... ... .. oot {167,956) 643,149 (142,760)
Cash flows from financing activities:
Net payments on credit agreements and other shorc-term borrowings. . ... ........ — — (84,100)
Proceeds from (redemprion of) tecm loan . . .. .. ... L Lo — (400,000) 400,000
Redemption of senior subordinated notes . .. ... . . o (305,814) (258,968) —
Proceeds from issuance of SEMIOF MOES . . o v v vt i vt e e et e et et e e s — — 208,458
Payments on mortgages, land contracts and other loans . . ... ... ... L L (12,800} (114,119 {36,595)
Issuance of common stock under employee stock plans . .. ......... .. ... . ... 6,958 12,310 65,052
Excess tax benefit associated with exercise of stock options. . . ..... ... ........ — 882 15,384
Paymentsof cash dividends . . . . ... ... ... . .. L i 62,967) (77,1700 (78,258)
Repurchases of common stock .. ..., ... i (967) (6,896) (394,080)
Net cash provided {(used) by financing activities — continuing operations . .. ........ {375,590) (843,961) 185,861
Ner cash used by financing activities — discontinued operations . ... ............. — (306,527) (215,010}
Net cash used by financing activities. . ... ... . i i e (375,500 (1,150,488) {29,149}
Net increase (decrease) in cash and cash equivalents {202,224) 539,560 479,209
Cash and cash equivalents at beginning of year . . .. .. .. ... ... ... Lo 1,343,742 804,182 324,973

Cash and cash equivalents atend of year .. ... .. ... .. L L $1,141,518 § 1,343,742 § 804,182

See accompanying notes.
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KB HOME
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Sumemary of Significant Accounting Policies

Operations. KB Home is a builder of single-family homes, townhomes and condominiums. The Company has
ongoing operations in Arizona, California, Colorado, Florida, Nevada, North Carolina, South Carolina and Texas. The
Company also offers mortgage services through Countrywide KB Home Loans, a joint venture with a subsidiary of Bank
of America N.A. Countrywide KB Home Loans is accounted for as an unconsolidated joint venture within the Company's
financial services reporting segment. Through its financial services subsidiary, KB Home Mortgage Company
(“KBHMC"), the Company provides ritle and insurance services to its homebuyers.

Basis of Presemation.  The consolidated financial stacements include the accounts of the Company and all significant
subsidiaries and joint ventures in which a controlling interest is held, as well as certain VIEs required to be consolidared
pursuant to FASB Interpretation No. 46(R). All intercompany transactions have been eliminated. Investments in
unconsolidated joint ventures in which the Company has less than a controlling interest are accounted for using the
equity method.

In July 2007, the Company sold its 49% equity interest in its publicly traded French subsidiary, KBSA. Therefore,
for the years ended November 30, 2007 and 2006, the French operations have been presented as discontinued operations
in che consolidated financial statements.

Use of Estimates. The consolidated financial statements have been prepared in conformity with U.S. generally
accepted accounting principles and, as such, include amounts based on informed estimates and judgments of manage-
ment. Accual results could differ from these estimates.

Cash and Cash Equivalents, and Restricted Cash.  The Company considers all highly liquid debt instruments and
other short-term investments, purchased with an original maturity of three months or less, to be cash equivalents. The
Company's cash equivalents totaled $1.05 billion at November 30, 2008 and $1.11 billion at November 30, 2007. The
majority of the Company’s cash and cash equivalents were invested in high-quatity money market accounts that are
covered by the U.S. Treasury's Temporary Guarantee Program, currently set to expire on April 30, 2009, and U.S.
government securicies. Restricted cash at November 30, 2008 consisted solely of $115.4 million maintained in an
Interest Reserve Account with the administrative agent of the Company’s Credit Facility. The Company may withdraw
the amounts deposited in the Interest Reserve Account when its Coverage Rario at the end of a fiscal quarter is grearer
than or equal to 1.00 to 1.00, provided there is no default under the Credit Facility at the time amounts are withdrawn.

Goodwill. The Company has recorded goodwill in connection with various acquisitions in prior years. Goodwill
represents the excess of the purchase price over the fair value of net assers acquired. In accordance with SFAS No. 142, che
Company tests goodwill for potential impairment annually as of November 30 and between annual tests if an event occurs or
circumstances change that would more likely than not reduce the fair value of a reporting unit below its carrying amount.
The Company evaluates goodwill for impairment using the two-step process prescribed in SFAS No. 142. The first step is to
identify potentiai impairment by comparing the fair value of a reporting unit to the book value, including goodwill. If che
fair value of a reporting unit exceeds the book value, goodwill is not considered impaired. If the book value exceeds the fair
valtue, the second step of the process is performed to measure the amount of impairment. In accordance with SFAS No. 142,
the Company has determined that irs reporring units are the same as its reporting segments. Accordingly, the Company has
four homebuilding reporting units (West Coast, Southwest, Central and Southeast) and one financial services reporting unit.

Property and Equipment and Depreciation.  Property and equipment are recorded at cost and are depreciated over their
estimated useful lives, which generally range from two to 10 years, using the straight-line method. Repair and
maintenance costs are charged to earnings as incurred. Property and equipment are included in other assets on the
consolidated balance sheets and totaled $16.3 million, net of accumulated depreciation of $36.9 millien, at
November 30, 2008, and $32.7 million, net of accumulated depreciation of $61.3 million, at November 30, 2007.
Depreciation expense totaled $9.4 million in 2008, $17.3 million in 2007, and $17.2 million in 2006.

Foreign Currency ‘Translation. Results of operations for KBSA were transiated to U.S. dollars using the average
exchange rates during che peniod. Assets and liabilicies were translated using the exchange rates in effect at the balance sheet
date. Resulting translation adjustments were recorded in stockholders’ equity as foreign currency cranslation adjustments.
Cumulative cranslation adjustments of $63.2 million related to the Company'’s French operations were recognized in
2007 in connection with the sale of those operations.
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Homebuilding Operations. Revenues from housing and other real estate sales are recognized in accordance with SFAS
No. 66 when sales are closed and title passes to the buyer. Sales are closed when all of the foltowing conditions are met: a
sale is consummared, a significant down payment is received, the earnings process is complete and the collection of any
remairiing receivables is reasonably assured.

Construcrion and land costs are comprised of direct and allocated costs, including eseimated future costs for warrancies
and amenities. Land, land improvements and other common costs ate generally allocated on a relative fair value basis to
homes within a parcel or communirty. Land and land development costs include relared interest and real estate caxes.

Housing and land inventories are stated ar cost, unless the carrying amount is determined not to be recoverable, in
which case the inventories are written down o fair value in accordance with SFAS No. 144. SFAS No. 144 requires that
real estare assers be rested for recoverability whenever events or changes in circumscances indicate chat cheir carrying
amounts may not be recoverable. Recoverability of assets is measured by comparing the carrying amount of an asset to the
undiscounted future net cash flows expected to be generated by the asset. These evaluations for impairment are
significantly impacted by estimates of revenues, costs and expenses, and other factors. If real estate assets are considered to
be impaired, the impairment to be recognized is measured by the amount which the carrying value of the assets exceeds
the fair value of the assers. Fair value is determined based on estimated future cash flows discounted for inherent risks
agsociated wich the real estare assets, or other valuarion techniques.

Financial Services Operations. Revenues are generated primarily from the following sources: interest income; ritle
services; and insurance commissions. Interest income is accrued as earned. Title services revenues are recognized as closing
services are rendered and title insurance policies are issued, both of which generally occur simultaneously at the rime each
home is closed. Insurance commissions are recognized when policies are issued. The financial services segment also
generated revenues from escrow coordination services until che escrow coordinacion business was terminated in 2007.
Escrow coordination fees were recognized at the time the home was closed.

Stock-Based Compensation. With che approval of the management development and compensation commirttee,
consisting of independent members of the Company's board of directors, the Company provides compensation benefies by
issuing stock options, rescricted stock, phantom shares and SARs.

Effective December 1, 2003, the Company adopted the fair value recognition provisions of SFAS No. 123(R}, which
requires that companies measure and recognize compensation expense at an amount equal to the fair value of share-based
payments granted under compensation arrangements. The Company adopted SFAS No. 123(R) using the modified
prospective transition method. Under that transition method, the provisions of SFAS No. 123(R) apply to all awards
granted or modified after the dare of adoprion. In addition, compensation expense must be recognized for any unvested
stock oprion awards outstanding as of the date of adoption on a straight-line basis over the remaining vesting peried. The
fair value of stock options granted is estimared on the date of grant using the Black-Scholes option-pricing model.
SFAS No. 123(R) also requires the tax benefit resulting from tax deductions in excess of the compensation expense
recognized for those options to be reported in the statement of cash flows as an operating cash outflow and a financing
cash inflow racher than as an operating cash inflow as previously reported.

Advertising Costs.  The Company expenses advertising costs as incurred. The Company incurred advertising costs of
$34.6 million in 2008, $68.0 miltion in 2007 and $107.0 million in 2006.

Insnrance. The Company has, and requires cthe majority of its subcontractors ro have, general liability insurance
(including conscruction defect coverage) and workers compensarion insurance. These insurance policies protect the
Company against a portion of its risk of loss from claims related to its homebuilding activities, subject to certain self-
insufed retentions, deductibles and other coverage limits. The Company self-insures a portion of its overall risk through
the use of a captive insurance subsidiary. The Company records expenses and liabilities based on the costs required to
cover irs self-insured rerention and deductible amounts under its insurance policies, and on the estimated costs of
potential claims and claim adjustment expenses above its coverage limits or not covered by its policies. These estimated
costs are based on an analysis of the Company's historical claims and include an estimate of construction defect claims
incurred but not yet reported. The Company engages a third-party actuary that uses the Company’s historical claim dara
to estimate its unpaid claims, claim adjustment expenses and incurred but not reported claims reserves for the risks that
the Company is assuming under the self-insured portion of its general liability insurance. Projection of losses related ro
these liabilities is subject to a high degree of vatiability due to uncertainties such as trends in construcrion defect claims
relative to the Company’s markets and the types of product it builds, claim settlement patterns, insurance industry
pracrices and legal interpretations, among others. Because of the high degree of judgment required in determining chese

61




estimated liability amounts, actual future costs could differ significantly from the Company’s currently estimated
amounts.

Income Taxes. Income taxes are accounted for in accordance with SFAS No. 109. The provision for, or benefic from,
income taxes is calculated using the asset and liability method, under which deferred tax assets and liabilities are recorded
based on the difference berween the financial statement and tax basis of assets and liabilities using enacted tax rates in effect
for the year in which the differences are expected to reverse. Deferred tax assets are evaluated on a quarterly basis to
determine whether a valuation allowance is required. In accordance with SFAS No. 109, the Company assesses whether a
vatuation allowance should be established based on its determinarion of whether it is more likely than not that some portion
or all of the deferred tax assets will not be realized. The ultimate realization of deferred cax assets depends primarily on the
generation of future raxable income during the periods in which those temporary differences become deductible. Judgment
is required in determining the future tax consequences of events that have been recognized in the Company’s consolidated
financial statements and/or tax returns. Differences between anticipated and actual outcomes of these future rax conse-
quences could have a material impact on the Company's consolidated financial position or results of operations.

Accumulated Otber Comprebensive Income (Loss). The accumulated balances of other comprehensive loss in the
consolidated balance sheets as of November 30, 2008 and 2007 are comprised solely of adjustments recorded directly
to accumulated other comprehensive loss in accordance with SFAS No. 158. SFAS No. 158 requires an employer to
recognize the funded sratus of a defined postretirement benefic plan as an asset or liability on the balance sheet and requires
any unrecognized prior service costs and actuarial gains/losses to be recognized in accumulated other comprehensive income
(loss). The Company initially applied the provisions of SFAS No. 158, as required, in 2007.

Earnings (Loss) Per Share.  Basic earnings (loss) per share is calculated by dividing nec income (loss) by the average
number of commeon shares outstanding for the period. Diluted earnings (loss) per share is calculared by dividing net
income (loss) by the average number of common shares outstanding including all potentially dilutive shares issuable
under outstanding stock options. All outstanding stock options were excluded from the diluted earnings (loss) per share
calculations for che years ended November 30, 2008 and 2007 because the effect of their inclusion would be antidilutive,
or would decrease the reported loss per share. For the year ended November 30, 2006, options to purchase 357,100 shares
were excluded from the diluted earnings per share calculation because the exercise price was greater than the average
market price of the common stock and their effect would have been antidilutive, The following table presents a
reconciliation of average shares outstanding (in thousands):

Years Ended November 30,

2008 2007 2006
Basic averagr; shares outstandifig . . .. . .. ... L e 77,509 77,172 78,829
Net effect of stock options assumed to be exercised .. . .............. — — 4,027
Diluted average shares outstanding . ............ .. .. ... . ... ... 77,509 77,172 82,856

Recent Accounting Pronouncements.  In Seprember 2006, the FASB issued SFAS No. 157, which provides guidance for
using fair value to measure assets and liabilicies, defines fair value, establishes a framework for measuring fair value in
generally accepted accounting principles, and expands disclosures about fair value measurements. SFAS No. 157 is
effective for fiscal years beginning after November 15, 2007 and for interim periods within those years. In February 2008,
the FASB issued FSP No. FAS 157-2, which delayed for one year the applicability of SFAS No. 157's fair-value
measurements to certain nonfinancial assets and liabilities. The Company adopted SFAS No. 157 in 2008, except as it
applies to those nonfinancial assets and liabilities affected by the one-year delay. The partial adoption of SFAS No. 157
did not have a material impact on the Company's consolidated financial position or results of operations. While ic is
currently evaluating the impact of adopting the remaining provisions of SFAS No. 157, the Company does not expect
SFAS No. 157 to have a material impact on its consolidated financial position or results of operations.

In December 2007, the FASB issued SFAS No. 141(R), which amends SFAS No. 141, and provides revised guidance
for recognizing and measuring identifiable assets and goodwill acquired, liabilities assumed, and any noncontrolling
interest in the acquiree. It also provides disclosure requirements to enable users of the financial statements to evaluate the
nature and financial effeces of the business combination. SFAS No. 141(R) is effective for fiscal years beginning after
Decemnber 15, 2008 and is to be applied prospectively. The Company is currently evaluating the potential impact of
adopting SFAS No. 141(R) on its consolidated financial position and results of operations.

62




In December 2007, the FASE issued SFAS No. 160, which establishes accounting and reporting standards pertaining
to ownership interests in subsidiaries held by parties other chan the parent, the amount of net income actriburable to the
parent and to the noncontrolling interest, changes in a parent’s ownership interest, and the valuation of any rerained
noncontrolling equity investment when a subsidiary is deconsolidated. SFAS No. 160 also establishes disclosure require-
ments that clearly identify and distinguish berween the interests of che parent and the interests of the noncontrolling
owners. SFAS No. 160 is effective for fiscal years beginning on or after December 15, 2008. The Company is currently
evaluating the potential impact of adopting SFAS No. 160 on its consolidated financial position and results of operations.

In May 2008, the FASB issued SFAS No. 162, which identifies the sources of accounting principles and the framework
for selecting the principles to be used in the preparation of financial statements of nongovernmental entities chat are
presented in conformity with generally accepted accounting principles in the United States, The Company does not expect
the adoption of SFAS No. 162 to have a material impact on irs consolidated financial position or results of operations.

In May 2008, the FASB also issued SFAS No. 163, which clarifies how SFAS No. 60 applies to financial guarancee
insurance contracts, including the recognition and measurement of premium revenue and claim liabilities. SFAS No. 163
also requires expanded disclosures about financial guarantee insurance contracts. SFAS No. 163 is effective for financial
statements issued for fiscal years and interim periods beginning after December 15, 2008. The Company is currently
evaluating the porenrial impact of adopting SFAS No. 163 on its consolidated financial posirion and results of operations.

In June 2008, the FASB issued FSP No. EITF 03-6-1. Under FSP No. EITF 03-6-1, unvested share-based payment
awards that contain nen-forfeitable rights to dividends or dividend equivalents {whether paid or unpaid) are participating
securities and shall be included in che computation of earnings per share pursuant to the two-class method.
FSP No. EITF 03-6-1 is effective for financial statements issued for fiscal years beginning after December 15, 2008,
and interim periods wichin chose years and requires reccospective application. The Company is currently evaluating the
impact of adopting FSP No. EITF 03-6-1 on its earnings per share,

In October 2008, the FASB issued FSP No. FAS 157-3, which clarifies the application of SFAS No. 157 in a market
char is nor active. FSP No. FAS 157-3 became effective upon issuance, including prior periods for which financial
statements have not been issued. The Company’s adoption of FSP No. FAS 157-3 did not have a marerial impact on its
consolidated financial position or results of operations.

In December 2008, the FASB issued FSP No. FAS 140-4 and FIN 46(R)-8, which amends SFAS No. 140, to require
public entities to provide additional disclosures about transfers of financial assets, It also amends FASB Interpretation
No. 46(R), to require public enterprises, including sponsors thar have a variable interest in a VIE, to provide additional
disclosures about their involvernent with VIEs. FSP No. FAS 140-4 and FIN 46(R)-8 is related to disclosure only and will
not have a impact on the Company’s consolidated financial position or results of operations.

Reclassifications,  Certain amounts in the consolidated financial statements of prior years have been reclassified to
conform to the 2008 presentation.

Note 2. Segment Information

As of November 30, 2008, the Company has identified five reporting segments, comprised of four homebuilding
reporting segments and one financial services reporting segment, within its consolidated operations in accordance wich
Statement of Financial Accounting Standards No. 131, “Disclosures about Segments of an Enterprise and Related
Information.” As of November 30, 2008, the Company's homebuilding reporting segments conducted ongoing oper-
ations in the following states:

West Coast: California

Southwest: Arizona and Nevada

Central: Colorado and Texas

Sourheast: Florida, North Carolina and South Carolina.

The Company's homebuilding reporting segments are engaged in the acquisition and development of land
primarily for residential purposes and offer 2 wide variety of homes that are designed to appeal to firsc-time, first move-up
and active adult buyers.

The Company's homebuilding reporting segments were identified based primarily on similarities in economic and
geographic characteristics, as well as similar product type, regulatory environments, methods used to sell and construct homes
and land acquisition characteristics, The Company evaluates segment performance primarity based on segment pretax income.
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The Company’s financial services reporting segment provides title and insurance services to the Company's
homebuyers and provided escrow coordination services until the second quarter of 2007, when the Company terminated
the escrow coordination business. The segment also provides mortgage banking services to the Company's homebuyers
indirectly through Countrywide KB Home Loans, a joint venture between a Company subsidiary and CWB Venture
Management Corporation, a subsidiary of Bank of America N.A. The Company’s financial services reporting segment
conducts operations in cthe same markets as the Company’s homebuilding reporting segments.

The Company's reporting segments follow the same accounting policies used for the Company's consolidated
financial statements as described in Note 1. Summaty of Significant Accounting Policies. Operational results of each
segment are not necessarily indicative of the results that would have occurred had the segment been an independent,
stand-alone entity during the periods presented.

The following tables present financial information relating to the Company’s reporting segments (in thousands}:

Years Ended November 30,

2008 2007 2006
Revenues:
R 1 $1,055,021 § 2,203,303 $ 3,531,279
Southwest . . ... e 618,014 1,349,570 2,183,830
Central . . ... e 594,317 1,077,304 1,553,309
Southeast. . . . ... . e e 755,817 1,770,414 2,091,425
Total homebuilding revenues . .. ................. 3,023,169 6,400,591 9,359,843
Financial services . . . ... .. . e 10,767 15,935 20,240
Total FEVEMUES . . o oo vttt e et e i e e $3,033936 $6,416,526 $ 9,380,083
Income (loss) from continuing operations before income taxes:
R s T $ (298,047) $ (665,845) $ 359,864
Southwest ... vvvvinv ... e (212,194)  (287,339) 365,098
Central .. ... . . e (82,789 (64,210) (54,749)
Southeast. « . . o oo e e (258,568) (230,420) 38,933
Corporate andother (@) . . . . ........... .. ... ... .. (140,151) {246,792) (170,835)
Total homebuilding incomne (loss) from continuing
operations before income taxes . ... ... ....... ... (991,749) (1,494,6006) 538,311
Financial services . . ... ..o e 23,818 33,836 33,536
Total income (loss) from continuing operations before
HIICOMMIE TAXES . . v v v v v v v oo ve s e e eimemenanns $ (967,931) $(1,460,770) $ 571,847
Interest cost:
WSt COBST « v v vt v e ie et e $ 43,140 $§ 63902 $ 20,160
SOULRWESE + v vt e e 32,953 45,827 49,622
Central . ... v e e 23,836 21,184 37,518
Southeast. . . oot e 38,955 44,364 31,850
Corporateand other . .. ...... ... ... ... .. ... .. 3,983 9,209 20,777
Total (b)Y ... ... . e e $ 142867 $ 184486 § 159927




Years Ended November 30,

2008 2007 2006
Equity in income (loss) of unconsolidared joint ventures:
WSt COASE © o v v e e e e e e e s $ (45,180) $ (64,886) $ (25,732)
Southwest . . . o e e e (35,633) (15,734) (26)
Central .. ... . e (4,51%) (6,916) (3,829)
GOUENEAST . « « v v oot e e e e e (67,422) (64,381) (12,290)
Corporate and other . .. ........ ... ... ... .. ..., — — 21,047
Total . . oo $ (152,750) § (151,917) & (20,830}
Invencory impairments:
WWESE COSE + o v v v e v v e e e e e e et e e e e e $ 229,059 $ 631,399 § 113,022
SOUERWESE + .« o vt et e e e e e 160,574 337,889 17,343
Central . ..., e e e e 51,518 24,662 30,592
SOUEREAST . .« o e e e 124,726 116,023 67,808
Total . .. e $ 565,877 $1,109973 § 228,765
Inventory abandonments:
West COBSE . . .ot e e $8 17475 & 28,011 §& 65,740
QoUthWESt . . . e 187 16,479 22,069
Centtal . . . . e e — 9,783 18,198
SOULREaSE . . . o e e 23,252 89,736 37,865
Total . ... e e $ 40914 § 144,009 $ 143,872
Joint venture impairments:
WESt COASE o v v v v ee v et e e e e e $ 43,116 $ 57,030 % 34,401
SOLEIWESE « .\ vt ot e e e e 30,434 31,049 —
Central . ..o e e 2,629 4,483 —
Southeast. . . ... ... . e 65,671 63,801 24,201
Total . o v e e $ 141,850 § 156,363 § 58,602

(a) Corporate and other includes corporate general and administrative expenses and goodwill impairment.

{(b) Interest cost for 2008 included $129.9 million of interest amortized in construction and land costs, $2.6 million of
interest expense, $7.1 million related to the loss on early redemption of debt and $3.3 million of unamortized fees
that were written off in connection with an amendment of the Credit Facility. Interest cost for 2007 included
£171.5 million of interest amortized in construction and land costs and $13.0 million related to the loss on early
redemprion of debt. Interest cost for 2006 included $143.2 million of interest amortized in construction and land
costs and $16.7 million of interest expense,

November 30,

2008 2007
Assets:

e COAST .« v v e et e et e e e e e e $1,086,503  §1,542,948
UL W ESE .« o v v it vttt et e 497,034 887,361
Central . . oo e 443,168 643,599
Southeast . .. . ... e e e 453,771 845,679
Corporateand other. . . ... ... . ... .. .. 1,511,672 1,741,977

Total homebuilding assets. ... .. ... ... . e 3,992,148 5,661,564
Financial services. . . oo v v ot e et e e e e 52,152 44,392

Total aS8EES . . . . o oo e e e $4,044,300  $5,705,956
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November 30,

2008 2007
Investments in unconsolidated joint vencures:
B T £ 55856 § 63450
Southwest. . .. ... ... . e 113,564 134,082
Central. ... e e e e e e 3,339 7,230
Southeast . ... .. .. .. e e 4,890 92,248
Total .. e e e e $ 177,649 3§ 297,010

Note 3. Financial Services

Financial information related to the Company's financial services segment is as follows (in thousands):

Years Ended November 30,

2008 2007 2006

Revenues

IOLEEESE INCOME . .« « o ot et et e e e e e e e $§ 209 & 158 % 230

Title SEIVICES. . . . . e e 2,369 5,977 7,205

InSUrance COMMUISSIONS. . « v v v o v i vt b e v e e e e e et e e e e s 8,189 9,193 9410

Escrow coordination fees . . ... ... ... . . . . —_ 607 3,395

Toral .. e 10,767 15,935 20,240

Expenses

IOterest . . e e e e —_ — 49

General and administrative. - . . .. ..ot e e (4,489) (4,796} (5,874}

Operating income . . . .. ... ...t e 6,278 11,139 14,317
Equity in income of unconsolidated joint venture ... ............ 17,540 22,697 19,219
Pretax IMCOMe. . .\ v oottt ettt e et et e e $23818 $33,836 $33,536

November 30,
2008 2007

Assets

Cashand cash equivalenes . . .. ... ... . .. .. . ... . $ 6,119 §18,487

Receivables . . . ..o o e e e 1,240 2,655

Investment in unconsolidated joint venture. . ... ... ... ... ... ..., 44,733 23,140

Other 28585 . . . . .ot G0 110
TOtal A558TS & o v v it e e e e e e e $52,152  $44,392
Liabilities

Accounts payable and accrued expenses. . ... ... ... L. $ 9467 817,796
Total liabilities . .. ...\t e e $ 9,467 $17,796

KBHMC may be required to repurchase an individual loan that it funded on or before August 31, 2005 and sold to
an investor if the representations or warranties that it made in connection with the sale of the loan are breached, in the
event of an early payment default, or if che loan does not comply with the underwriting standards or other requirements
of the ultimate investor. KBHMC ceased originating and selling loans on September 1, 2005.

Note 4. Receivables

Mortgages and notes receivable totaled $53.5 million at November 30, 2008 and $46.8 millien at November 30,
2007. Mortgages receivable are primarily related to land sales. Interest rates on mortgages and notes receivable ranged
from 5% to 8% at November 30, 2008. The interest rate on mortgages and notes receivable at November 30, 2007
ranged from 3% to 8%4%. Principal amounts at November 30, 2008 are due during the following years: 2009 —
$9.8 million; 2010 — $3.3 million; 2011 — $0; 2012 — $40.0 million; and 2013 — $.4 million. Federal and state
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income taxes receivable totaled $211.3 million at November 30, 2008 and $124.0 million at November 30, 2007, Other
receivables of $92.9 million at November 30, 2008 and $124.9 million at November 30, 2007 included amounts due
from municipalities and urility companies, and escrow deposits. Other receivables were nec of allowances for doubtful
accounts of $72.5 million in 2008 and $76.9 million in 2007.

Note 5. Inventories

Inventories consisted of che following (in thousands):

November 30,
2008 2007
Homes, tots and improvements in production . ... ... ..o i $1,649,838 32,473,980
Land under development . . . ... ... e 456,878 838,440
TOtal .« o ot s e e e e e e $2.106,716 $3,312420

Inventories include land and land development costs, direct construction costs, capitalized interest and real estate
taxes. Land under development primarily consists of parcels on which 50% or less of estimated development costs have
been incurred.

Interest is capitalized to inventories while the related communities are being actively developed. Capitalized
interest is amortized in construction and land costs as the related inventories are delivered to homebuyers. The Company’s
interesc costs are as follows {in thousands):

Years Ended November 30,

2008 2007 2006
Capitalized interest at beginning of year. . ................ $ 348,084  $333,020 $ 255,195
Interest incurred. . . . . vt et e e e e e 156,402 199,550 237,752
Loss on early redemption/interest expensed . . .. ... ......... (12,966} (12,990} (16,678)
Interest amortized to construction and land costs. . . ... ... ... (129,901) (171,496) (143,249)
Capicalized interest acend of year (@} . ... ................ $ 361,619 $348,084 § 333,020

(a) Inventory impairment charges are recognized against all inventory costs of a community, such as land, land
improvements, cost of home construction and capitalized interest. Capitalized interest amounts presented in the table
reflect the gross amount of capitalized interest as impairmenc charges recognized are not generally allocated to
specific components of inventory.

Note 6. Inventory Impairments and Abandonments

Fach parcel or community in the Company’s owned inventory is assessed to determine if indicators of potential
impairment exist. If indicators of potential impairment exist for a parcel or community, the identified inventory is
evaluated for recoverability in accordance with SFAS No. 144. Impairment indicators are assessed separately for each
parcel or community on a quarterly basis and include, but are not limited co: significant decreases in sales rates, average
selling prices, volume of homes delivered or gross margins; significant increases in budgeted land development and
construction costs or cancellation rates; or projected losses on expected future housing or land sales. When an indicator of
potential impairment is identified, the Company tests the asset for recoverabilicy by comparing the carrying amount of
the asset to the undiscounted future net cash flows expected to be generated by the asset. The undiscounted fucure net
cash flows are impacted by the Company’s expectations related to: market supply and demand, including estimates
concerning average selling prices; sales incentives; sales and cancellation rates; and anticipated land development,
conscruction and overhead costs to be incurred. These estimates are specific to each community and may vary among
communities.

A real estate asset is considered impaired when its carrying amount is greater than the undiscounted future net cash
flows the asset is expected to generate. Impaired real estate assets are writcen down to fair value, which is primarily based
on the estimated future cash flows discounted for inherent risk associated with each asset, These discounted cash flows are
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impacted by: the risk-free rate of return; expected risk premium based on estimated land development, construction and
delivery rimelines; market risk from potential future price erosion; cost uncertainty due to development or construction
cost increases; and other risks specific to the asset or conditions in the market in which the asset is located at the rime the
assessment is made. These factors are specific to each community and may vary among communities.

Based on the results of its evaluations, the Company recognized pretax, noncash inventory impairment charges of
$565.9 million in 2008, $1.11 billion in 2007 and $228.7 million in 2006. As of November 30, 2008, the aggregate
carrying value of inventory impacted by pretax, noncash impairment charges was $1.01 billion, representing 163
communities and various other land parcels. As of November 30, 2007, the aggregate carrying value of inventory
impacted by pretak, noncash impairment charges was $1.35 bitlion, representing 145 communities and various other
land parcels.

The Company’s optioned inventory is assessed to determine whether it continues to meet the Company's internal
investment standards. Assessments are made separately for each optioned parcel on a quarteriy basis and are affected by,
among other factors: current and/or anticipated sales rates, average selling prices, home delivery volume and gross
margins; estimated land development and construction costs; and projected profitability on expected future housing or
land sales. When a decision is made nor to exercise certain land option contracts due to market conditions and/or changes
in market strategy, the Company writes off the costs, including non-refundable deposits and pre-acquisition costs, related
to the abandoned projects.

The Company recognized abandonment charges associated with land option contracts of $40.9 million in 2008,
$144.0 million in 2007 and $143.9 million in 2006.

The inventory impairment charges and land option contract abandonment charges are included in construction and
land costs in the Company’s consolidated statements of operations.

Due to the judgment and assumprions applied in the estimation process with respect to impairments and land
option contract abandonments, it is possible that acrual results could differ subscancially from those estimated.

Note 7. Consolidation of Variable Interest Entities

In December 2003, FASB Interpretation No. 46(R) was issued by the FASB to clarify the application of Accounting
Research Bulletin No. 31, “Consolidated Financial Statements,” to certain entities, VIEs, in which equity investors do
not have the characteristics of a controlling interest or do not have sufficient equity at risk for the entity to finance its
activities without additional subordinated financial support. Under FASB Interpretation No. 46(R), an enterprise that
absorbs a majority of the VIE's expected losses, receives a majority of the VIE's expected residual returns, or both, is
considered to be the primary beneficiary of the VIE and must consolidate the entity in its financial statements.

The Company participates in joint ventures from time to time for che purpose of conducting land acquisition,
development and/or other homebuilding activities. Its investments in chese joint ventures may create a variable incerest
in a VIE, depending on the contractual cerms of the arrangement. The Company analyzes its joint ventures in accordance
wirh FASB Interpretation No. 46(R) when they are entered into or upon a reconsideration event. All of the Company’s
joint ventures at November 30, 2008 and 2007 were determined to be unconsolidated joint ventures either because they
were not VIEs or, if they were VIEs, the Company was not the ptimary beneficiary of the VIEs.

In che ordinary course of its business, the Company enters into land option contraces to procure land for the
construction of homes. The use of such land option contracts generally allows the Company to reduce the risks associated
with direct land ownership and development, reduces the Company’s capital and financial commitments, including
interest and other carrying costs, and minimizes the amount of the Company’s land inventories on its consolidated
balance sheet. Under such land option contracts, the Company will pay a specified option deposit or eatnest money
deposit in consideration for the right to purchase land in the future, usually at a prederermined price. Under the
requirements of FASB Interpretation No. 46(R), certain of the Company’s land option contracts may create a variable
interest for the Company, with the land seller being identified as a VIE.

In compliance with FASB Interpretation No. 46(R), the Company analyzes its land option contracts and other
contractual arrangements when they are entered into or upon a reconsideration event, and as a result has consolidated the fair
value of certain VIEs from which the Company is purchasing land under option contracts. Although the Company does not
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have legal title to the optioned land, FASB Interpretation No. 46(R) requires the Company to consolidate the VIE if che
Company is determined to be the primary beneficiary. The consolidation of VIEs in which the Company was determined to
be the primary beneficiary increased inventories, with a corresponding increase to accrued expenses and other liabilities, on
the Company's consolidated balance sheets by $135.5 miltion at November 30, 2008 and $19.0 million at November 30,
2007. The liabilities related to the Company’s consolidation of VIEs from which it is purchasing land under option contracts
represent the difference between the purchase price of optioned land not yet purchased and the Company’s cash deposits. The
Company's cash deposits related to these land option contracts totaled $3.4 million at November 30, 2008 and $4.7 miilion
at November 30, 2007. Creditors, if any, of these VIEs have no recourse against the Company. As of November 30, 2008,
excluding consolidated VIEs, the Company had cash deposits toraling $29.7 million, which were associated with land
option contracts having an aggregate purchase price of $533.2 million.

The Company’s exposure to loss related to its option contracts with third parties and unconsolidated entities
consisted of its non-refundable option deposits totaling $33.1 million at November 30, 2008 and $59.3 million ar
November 30, 2007. In addition, the Company posted letters of credit of $32.5 million ac November 30, 2008 and
$103.7 million at November 30, 2007 in lieu of cash deposits under certain option contracts,

The Company also evaluates land option contracts in accordance with SFAS No. 49, and, as a result of its
evaluations, increased inventories, with a corresponding increase to accrued expenses and other labilities, on its
consolidated balance sheets by $81.5 million at November 30, 2008 and $221.1 million at November 30, 2007.

Note 8. Investments in Unconsolidated Joint Ventures

The Company participates in unconsolidated joint ventures that conduct land acquisition, development and/or
other homebuilding activities in various markets, typically where the Company’s homebuilding operations are located.
The Company’s partners in these unconsolidared joint ventures are unrelated homebuilders, land developers and other
real estate entities, or commercial enterprises. Through these unconsolidated joint ventures, the Company seeks to reduce
and share marker and development risks and to reduce its investment in land inventory, while potentially increasing the
number of homesites it owns or controls. In some instances, participating in unconsolidated joint ventures enables the
Company to acquire and develop land that it might not otherwise have access to due to a project’s size, financing needs,
duration of development or other circumstances. While the Company views its participation in unconsolidared joint
vencures as beneficial to its homebuilding activities, it does not view such parciciparion as essential.

The Company and/or its unconsolidated joint venrure partners typically obrain options or enter into other
arrangements to purchase pottions of the land held by the unconsolidated joint ventures. The prices for these land options
are generally negortiated prices that approximace fair value. When an unconsolidated joint venture sells land co the
Company’s homebuilding operations, the Company defers recognition of its share of such unconsolidated joint venture
earnings until a home sale is closed and title passes to a homebuyer, ac which time the Company accounts for those
earnings as a reduction of the cost of purchasing the land from the unconsolidated joint venture.

The Company and its unconsolidated joint venture partners make initial or ongoing capital contributions to these
unconsolidated joint ventures, typically on a pro rata basis. The obligation to make capital contributions is governed by
each unconsolidated joint venture’s respective operating agreement,

Each unconsolidated joint venture maintains financial statements in accordance with U.S. generally accepted
accounting principles. The Company shares in profits and losses of these unconsolidated joint vencures generally in
accordance with its respective equity interests.

The following table presents combined condensed statement of operations information for the Company's
unconsolidated joint ventures (in thousands);

Years Ended November 30,

2008 2007 2006
Revenues. . ... i it et e e e e s $112,767 $ 662,705 $ 167,536
Construction and land €oStS. . . ... ottt e (458,168) (670,133} (189,507)
Other expenses, DEE . . . .. ..o i (38,170) (44,126) (26,598)
oSS ot $(383,571) $ (51,554) § (48,569




With respecr to the Company’s investment in unconsolidated joint ventures, its equity in loss of unconsolidated
joint ventures in 2008 included pretax, noncash impairment charges of $141.9 million in 2008 and $156.4 million in
2007. In 2006, the Company's equity in income of unconsolidated joint ventures included pretax, noncash impairment
charges of $58.6 million assaciated with certain unconsolidated joint ventures and a gain of $27.6 miilion related to the
sale of the Company’s ownership interest in an unconsolidated joint venture.

The following table presents combined condensed balance sheet information for the Company’s unconsclidated
joint ventures {(in thousands):

November 30,

2008 2007

Assets

Cash. . .. e $ 29,194 § 51,249

Receivables. .. .o u o e e e 143,926 234,265

oL T 1,029,306 2,209,907

Other assets . ... ... e e 55,289 15,513
Fotal a55et5. . . . e e e e e e $1,257,715  $2,510,934
Liabilities and equity

Accounts payable and other liabilicies . ... ... ... .. . L L $ 85064 § 068,217

Mortgagesand notes payable .. ... ... ... .. o o 871,279 1,540,931

Equity .. oo e 301,372 901,786
Total liabilities and equity . . .. ... ... L L $1,257,715 $2,510,934

The following table presents information relating to the Company’s investments in unconsolidated joint ventures
and the aggregate cutstanding debt of unconsolidated joint ventures as of the dates specified, categorized by the nature of
the Company’s potential responsibility under a guaranty, if any, for such debt {(dollars in thousands):

November 30,

2008 2007
Number of investments in unconsclidated joint ventures:
With recourse debt (a) . . ... ... ... ... 1 1
With limited recourse debr (b)) . .. .. . e 4 7
With non-recourse debt {C) . . . .. ... e 10 14
Other (d) . . ... . e, 10 13
Total . .. e 25 35
Investrnents in unconsolidated joint ventures:
With recourse debt. . . . .. ... $ 3,339 $ 1,855
With limited recourse debe . . . . ... oL o 1,360 17,342
With non-recourse debt . ... ... ... ... .. . e 24,590 161,721
Oher . .. e e 148,360 116,092
Total . . e e e e $ 177,649 3 297,010
Aggregate outstanding debt of unconsolidated joint ventures:
With recourse debt, .. ... ... ... ... $ 3,249 $ 6,317
Wich limited recourse debr . . .. ... ... . .. . ... 112,700 276,553
Wicth non-recourse debr . ... ...... ... ... .. ... . 381,393 894,115
Other . e e 373,937 363,946
Total (). . . oo e e e $ 871,279 $1,540,931




{a) This category consists of an unconsolidated joint venture as to which the Company has entered into a several
guaranty with respect to the repayment of a portion of the unconsolidared joint venture’s outstanding debr.

(b} This category consists of unconsolidared joint ventures as to which the Company has entered into a loan-to-value
maintenance guaranty with respect to a portion of each such unconsolidated joint venture’s outstanding secured
debt.

{c) This category consists of unconsolidated joint ventures as to which the Company does not have a guaranty or any
other obligation to repay ot to support the value of the collateral (including letters of credit} underlying such
unconsolidated joint ventures’ respective outstanding secured debt (excluding any potential responsibility under a
carve-out guaranty).

{d) This category consists of unconsolidared joint ventures with no outstanding debt and an unconsolidared joint
venture as to which the Company has entered into a several guaranty that, by its terms, purports to require the
Company to guarantee the repayment of a portion of the unconsolidated joint venture's ourstanding debt in che
event an involuntary bankruptey proceeding is filed againse che unconsolidated joint venture that is not dismissed
within 60 days or for which an order approving relief under bankruptcy law is entered, even if the unconsolidated
joint venture or its partners do not cotlude in the filing and the unconsolidated joint venture contests the filing, as
further described below.

In some cases, the Company may have also entered into a completion guarancy and/or a carve-out guaranty with the
lenders for the uncensolidated joint ventures identified in caregories (a} through (d).

{(e) The “Total” amounts represent the aggregate outstanding debt of the unconsolidated joinc venrures in which the
Company participates. The amounts do not represent the Company's potential responsibility for such debt, if any.
"The Company’s maximum potential responsibility for any portion of such debe, if any, is limited to either a specified
maximum amount of an amount equal to its pro rata interest in the relevant unconsolidated joint venture, as furcher

described below.

The unconsolidated joint ventures finance land and inventory investments through a variety of arrangements. To
finance their respective land acquisition and development activities, many of the Company’s unconsolidated joint
ventures have obtained loans from third-parcy lenders that are secured by the underlying property and relared project
assets. Unconsolidated joint ventures had ourstanding debrt, substancially all of which was secured, of approximately
$871.3 million at November 30, 2008 and $1.54 billion at November 30, 2007, The unconsolidated joint ventures are
subject to various financial and non-financial covenants in conjunction with their debt, primarily related to equity
maintenance, fair value of collateral and minimum land purchase or sale requirements within a specified period, In a few
instances, the financial covenants are based on the Company's financial position.

In certain instances, the Company and/ot its partner(s) in an unconsolidated joint venture provide guarantees and
indemnities to the unconsolidated joint venture’s lenders that may include one or more of the following: (a) a completion
guaranty; (b) 2 loan-ro-value maintenance guaranty; and/or (c) a carve-out guaranty. A completion guaranty refers to the
physical completion of improvements for a project and/or the obligation to contribute equity to an unconsolidated joint
venture to enable it to fund its completion obligations. A loan-to-value maintenance guaranty refers to the paymenc of
funds to maintain the applicable loan balance at or below a specific percentage of the value of an unconsolidated joint
venture’s secured collateral (generally land and improvements). A carve-out guarancy refers to the payment of (i} losses a
lender suffers due to certain bad acts or omissions by an unconsolidated joint venture or its partners, such as fraud or
misappropriation, ot due to environmental liabilities arising with respect to the relevant project, or (ii) outstanding
principal and interest and certain other amounts owed to lenders upon the filing by an unconsolidated joint venture of a
voluntary bankruptcy petition or the filing of an involuntary bankruptcy petition by credicors of the unconsolidated joine
venture in which an unconsolidated joint venture or its parcners collude or which the unconsolidated joint venture fails to
contest.

In most cases, the Company’s maximum potential responsibility under these guarantees and indemanities is limited
to either a specified maximum dollar amount or an amount equal to its pro rata interest in the relevant unconsolidated
joint venture. In a few cases, the Company has entered into agreements wich its unconsolidated joint venture partners to
be reimbursed or indemnified with respect to the guarantees the Company has provided to an unconsolidated joint
venture’s lenders for any amounts the Company may pay pursuant to such guarantees above its pro rata incerest in the
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unconsolidated joint venture. If the Company’s unconsolidated joint venture partners are unable to fulfill cheir
reimbursement or indemnity obligations, or otherwise fail to do so, the Company could incur more than its allocable
share under the relevant guaranty. Should there be indications that advances (if made) will not be voluntarily repaid by an
unconsolidated joint venture partner under any such reimbursement arrangements, the Company vigorously pursues all
rights and remedies available to it under the applicable agreements, at law or in equity to enforce its reimbursement
rights.

The Company’s poteatial responsibility under its completion guarantees, if triggered, is highly dependent on the
facts of a particular case. In any event, the Company believes its actual responsibility under these guarancees is limited to
the amount, if any, by which an unconsolidated joint venture’s outstanding borrowings exceed the value of its assets, but
may be substantially less than chis amount.

At November 30, 2008, the Company’s potential responsibility under its loan-ro-value maintenance guarantees
totaled approximately $45.4 million, if any liability were determined to be due thereunder. This amount represents the
Company’s maximum responsibility under such loan-to-value maintenance guarantees assuming the underlying
collateral has no value and without regard to defenses that could be available to the Company against attempted
enforcement of such guarantees.

Notwithstanding these potential responsibilities, at this time the Company does not believe chat its exposure under
its existing completion, loan-to-value and carve-out guarantees and indemnities related to unconsolidated joine vencure
debt is material to the Company’s consolidated financial position or results of operations.

Recently, the lenders for two of the Company's unconsolidated joint ventures filed lawsuits against some of the
unconsolidated joint ventures’ members, and certain of those members’ parent companies, seeking to recover damages
under completion guarantees, among other claims. The Company and the other patent companies, rogether with the
members, are defending the lawsuits in which they have been named. The Company does not believe that these lawsuits
will have a material impact on the Company's consolidated financial position or resules of operations.

In addition to the above-described guarantees and indemnities, the Company has also provided a several guaranty to
the lenders of one of the Company’s unconsolidated joint ventures. By its terms, the guaranty purports to guarantee the
repayment of principal and interest and cerrain other amounts owed to the unconsolidated joint venture’s lenders when an
involuntary bankruptcy proceeding is filed against the unconsolidated joint venture that is not dismissed wichin 60 days
or for which an order approving relief under bankruptcy law is entered, even if the unconsolidated joint venture or its
partaers do not collude in the filing and the unconsolidated joint venture contests the filing. The Company’s potential
responsibility under this several guaranty fluctuates with the outstanding borrowings against the unconsclidated joint
venture's debt and with the Company’s and its partners’ respective land purchases from the unconsolidated joint venture.
At November 30, 2008, this unconsolidated joint venture had total outstanding indebtedness of approximacely
$373.9 million and, if this guaranty were then enforced, the Company’s maximum potential responsibility under
the guaranty would have been approximately $182.7 million, which amount does not account for any offsets or defenses
that could be available to the Company. This unconsolidated joint venture has received notices from its lenders’
administrative agent alleging a number of defaults under its loan agreement. The Company is currently exploring
resolutions with the lenders, the lenders’ administrative agent and the Company’s unconsolidated joint venture partners,
but chere is no assurance that the Company will reach a satisfactory resolution with all of the parties involved.

Certain of the Company’s other unconsolidated joint ventures operating in difficult market conditions are in default
of their debt agreements with cheir lenders or are at risk of defaulting. In addition, certain of the Company's
unconsolidated joint venture partners have currailed funding of their allocable joint venture obligations. The Company
is carefully managing its investments in chese particular unconsolidated joint ventures and is working with the relevant
lenders and unconsolidated joint venture partners to reach satisfactory reselutions. In some instances, the Company may
decide to opportunistically purchase its partners’ interests and would consolidate the joint venture, which would result in
an increase in the Company’s consolidated mortgages and notes payable. However, such purchases may not resolve a
claimed defaule by the joint venture under its debr agreements. Additionally, the Company may seek new equity partners
to participate in its unconsolidated joint ventures or, based on market conditions and other scrategic considerations, may
decide to withdraw from an unconsolidated joint venrure and allow the unconsolidated joint venture’s lenders to exercise
their remedies with respect to the underlying collateral (subject to any relevant defenses available to che Company). Based
on the terms and amounts of the debt involved for these particular unconsolidated joint ventures and the terms of the
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applicable joint venture operating agreements, the Company does not believe that its exposure related to any defaults by
or with respect to these particular unconsolidated joint ventures is material to the Company’s consolidated financial
position or results of operations.

Note 9. Goodwill

The changes in the carrying amount of goodwill are as follows (in thousands):

Years Ended November 30,

2008 2007
Balance at beginning of year . . . ... . i e $ 67,970  $ 177,333
Impairments .. ... ... . (67,970) (107,926)
OUher . . o o — (1,437)
Balance atend of year. .. .. .. ..ottt $ — 3 67,970

The Company’s goodwill balance at November 30, 2007 consisted of $24.6 million and $43.4 million related to the
Central and Southeast reporting segments, respectively.

In accordance with SFAS No. 142, che Company tests goodwill for potential impairment annually as of
November 30 and berween annual cests if an event occurs or circumstances change that would more likely than not
reduce the fair value of a reporting unit below its carrying amount. During 2008 and 2007, the Company determined
that it was necessary to evaluare goodwill for impairment between annual tests due to deteriorating conditions in certain
housing markets and the significant inventory impairments the Company identified and recognized during those years in
accordance with SFAS No. 144.

Based on the results of its impairment evaluation performed in the second quarter of 2008, the Company recorded
an impairment charge of $24.6 million in that quarrer related to its Central reporring segment, where all of the goedwill
previously recorded was determined to be impaired. The annual goodwill impairment test performed by the Company as
of November 30, 2008 resulted in an impairment charge of $43.4 million in the fourch quarter of 2008 related to its
Soucheast reporting segment, where all of the goodwill previously recorded was determined to be impaired. Based on the
resules of its impairment evaluation performed in the third quarter of 2007, the Company recorded an impairment charge
of $107.9 million in that quarter relaced to its Souchwest reporting segment, where all of the goodwill previously
recorded was determined to be impaired. The annual goodwill impairment test performed by the Company as of
November 30, 2007 indicated no additional impairment. The goedwill impairment charges in 2008 and 2007 were
recorded at the Company’s corporate level because all goodwill is carried at that level. As a result of these impairment
charges, the Company has no remaining goodwill company-wide at November 30, 2008,

'The process of evaluating goodwill for impairment involves the determination of the fair value of the Company’s
reporting units. Inherent in such fair value determinations are certain judgments and estimates relating to future cash
flows, including the Company’s interpretation of current economic indicators and market valuarions, and assumptions
about the Company’s strategic plans with regard to its operations. Due to the uncertainries associated with such
estimates, actual results could differ from such estimates.

In performing its impairment analysis, the Company developed a range of fair values for its homebuilding and
financial services reporting units using a discounted cash flow methodology and a marketr multiple methodology. For the
financial services reporting unit, the Company also used a comparable transaction methodology.

The discounted cash flow merhodology establishes fair value by estimating the present value of the projected furure
cash flows ro be generated from the reporting unit. The discount rate applied to the projected future cash flows to arrive at
the present value is intended co reflect all risks of ownership and the associated risks of realizing the stream of projecred
future cash flows. The discounted cash flow methodology uses the Company’s projections of financial performance for a
five-year period. The most significant assumptions used in the discounted cash flow methodology are the discount rare,
the terminal value and expected future revenues, gross margins and operating margins, which vary among reporting
units.
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The market multiple methedology establishes fair value by comparing the Company to other publicly traded
companies that are similar to it from an operational and economic standpoinc. The market multiple methodology
compares the Company to the comparable companies on the basis of risk characteristics in order to determine its risk
profile relative to the comparable companies as a group. This analysis generally focuses on quantitative considerations,
which include financial performance and other quantifiable data, and qualitative considerations, which include any
factors which are expected to impact furure financial performance. The most significant assumptions affecting the market
multiple methodology are the market multiples and control premium. The market multiples the Company uses are:
(a) price to net book value and (b} enterprise value to revenue (for each of the homebuilding reporting units). A control
premium represents the value an investor would pay above minority interest transaction prices in order to obtain a
controlling interesc in the respective company. The comparable transaction methodology establishes fair value similar to
the marker multiple methodology, utilizing recent transactions within the industry as the market multiple. However, no
control premium is applied when using the comparable transaction methodology because these transactions represent
conrrol transacrions.

Note 10. Mortgages and Notes Payable

Mortgages and notes payable consisted of the following (in thousands, interest rates are as of November 30):
November 30,

2008 2007

Mortgages and land contracts due to land sellers and other loans (4% to

8% in 2008 and 4% 0 10% in 2007) . ... .. ... . ..., $ 96,368 $ 19,140
Senior subordinated notes due December 15, 2008 at 8%4% ... ......... 200,000 200,000
Senior subordinated notes due 2010 ac 7%4% . . .. ... ... L. — 298,273
Senior notes due 2011 at 634% . . . ... . 348,908 348,549
Senior notes due 2014 at 574%. . . . .. e 249,227 249,102
Senior notes cue 2015 at ST . . . ... e 208,692 298,521
Sentior notes due 2015 ac GY% . . . .. .. e . 449,653 449 612
Senior notes due 2018 at 7¥%. . . . . . . . ... 298,689 298,597

Total . .o e e e e e e 41,941,537 $2,161,794

On July 14, 2008, the Company completed the early redemprion of the $300 Million Senior Subordinated Notes at
a price of 101.938% of the principal amount plus accrued interest to the date of redemption. The Company incurred a
loss of $7.1 million in 2008 related to the early redemption of debt, as a result of the call premium and the unamortized
original issue discount. This loss is included in the loss on early redemption of debt in the consolidated statements of
operations.

The Company has a Credit Facility with a syndicate of lenders that matures in November 2010. Interest on the
Credit Facilicy is payable monthly at the London Interbank Offered Rate plus an applicable spread on amounts borrowed.
At November 30, 2008 and 2007, the Company had no cash borrowings outstanding and $211.8 million and
$296.8 million, respectively, in letters of credit outstanding under the Credit Facility.

On August 28, 2008, the Company entered into the Fifth Amendment to the Credic Facility. The Fifth
Amendment, among other things, reduced the aggregate commitment under the Credit Facility from $1.30 billion
ro $800.0 million and provided that the aggregate commitment may be permanently reduced to: () $650.0 million, if ar
the end of any fiscal quarcer the Company's consolidated tangible net worth is less than or equal to $800.0 million but
greater than $500.0 million, or (b) $500.0 million, if ac the end of any fiscat quarter the Company’s consolidated tangible
net worth is less than or equal to $500.0 million. In addition, the Fifth Amendment reduced che sublimit for swing line
loans from $100.0 million to $60.0 million; reduced the sublimir for the issuance of lecters of credit from $1.00 billion to
$600.0 million; and reduced the amount of untestricted cash applied to the borrowing base calculation by subtracting the
amount of outstanding borrowings under the Credit Facility as of the measurement date.

The Fifth Amendment also (a} made permanent certain prior amendments to covenant requirements regarding the
minimum Coverage Ratio, the maximum consolidated Leverage Ratio, and discribucions in respect of capital stock;
(b) amended covenants regarding payment of subordinated obligations, investments in subsidiaries and joint ventures,
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and the minimum level of consolidated tangible ner worth; and (c} increased the applicable rates for Eurodollar
borrowings, the letter of credit fees, and unused commitment fee. The marurity dare of the Credit Facility remains
unchanged. The Company paid a fee to lenders party to the Fifth Amendment. In light of the reduction in the aggregate
commitment, the Company wrote off $3.3 million of unamortized fees associated with the Credit Facility during 2008.
This write-off is included in the loss on early redemprion of debrt in the consolidated statements of operations,

In addition to the financial covenants affected by the Fifth Amendment, the Credit Facility also contains covenants
limiting the Company’s unimproved land book value, speculative unit deliveries within a given fiscal quarter and
borrowing base requirements.

On October 17, 2008, the Company filed the 2008 Shelf Registration with the SEC, registering debt and equity
securities that it may issue from time to time in amounts to be derermined. The Company’s previously outstanding 2004
Shelf Registration was subsumed within the 2008 Shelf Registracion. As of the date of this Annual Repore on Form 10-K,
the Company has not issued any securiries under its 2008 Shelf Registration,

On December 14, 2001, pursuant to its universal shelf registration statement filed wich the SEC on December 5,
1997 {the “1997 Shelf Registration”), the Company issued the $200 Million Senior Subordinated Notes at 100% of the
principal amount of the notes. The notes, which matured on December 15, 2008, represented unsecured obligations of
the Company and were subordinated to all existing and fucure sentor indebtedness of the Company. The notes were not
redeemable ar the option of the Company. The Company used $175.0 million of the net proceeds from the issuance of the
notes to redeem all of its then-outstanding $175.0 million of 9%% senior subordinated notes, which were due in 2003.
The remaining net proceeds were used for general corporate purposes.

The Company issued che $350 Million Senior Notes on June 30, 2004 at 99.3% of the principal amount of the notes
in a private placement. The notes, which are due August 15, 2011, with interest payable semi-annually, represent senior
unsecured obligations of the Company and rank equally in right of payment with all of the Company's existing and future
senior unsecured indebtedness. The $350 Million Senior Notes may be redeemed, in whole at any time or from time to
time in part, at a price equal ro 1009 of their principal amount, plus a premium, plus accrued and unpaid interest to the
applicable redemption date. The notes are unconditionally guaranteed jointly and severally by certain of the Company's
subsidiaries (“Guarantor Subsidiaries”) on a senior unsecured basis, The Company used zll of the net proceeds from the
issuance of the $350 Million Sentor Notes to repay bank borrowings. On December 3, 2004, the Company exchanged all
of the privately placed $350 Million Senior Notes for notes thar are substantially identical except that the new notes are
registered under the Securities Act of 1933,

On January 28, 2004, the Company issued $250.0 million of 5%% senior notes due 2014 (the “$250 Million Senior
Notes”) at 99.474% of the principal amount of the notes in a private placement. The notes, which are due February 1,
2014, with interest payable semi-annually, represent senior unsecured obligations of the Company and rank equally in
right of payment wich all of the Company’s existing and future senior unsecured indebtedness. The $250 Million Senior
Notes may be redeemed, in whole at any time or from time to time in part, at a price equal to 100% of cheir principal
amount, plus a premium, plus accrued and unpaid interest to the applicable redemption date. The notes are uncon-
ditionally guaranteed jointly and severally by the Guarantor Subsidiaries on a senior unsecured basis. The Company used
all of che net proceeds from the issuance of the $250 Million Senior Notes to repay bank borrowings. On June 16, 2004,
the Company exchanged all of the privately placed $250 Million Senior Notes for notes that are substantially identical
except that the new notes are registered under the Securities Act of 1933,

On December 15, 2004, pursuant to the 2004 Shelf Registration, the Company issued $300.0 million of 5%4%
senior notes due 2015 (the “$300 Million 574% Senior Notes”) at 99.357% of the principal amount of che notes. The
$300 Million 5%% Senior Notes, which are due January 15, 2015, with interest payable semi-annually, represent senior
unsecured obligations of the Company and rank equally in right of payment with all of the Company’s existing and future
senior unsecured indebredness. The $300 Million 5%% Senior Notes may be redeemed, in whole at any time or from time
to time in part, at a price equal to che greater of: (a) 100% of their principal amount and (b) the sum of the present values
of the remaining scheduled payments discounted to the date of redemption at a defined rate, plus, in each case accrued and
unpaid interese to the applicable redemption date. The notes are unconditionally guaranteed jointly and severally by che
Guarantor Subsidiaries on a senior unsecured basis. The Company used all of the net proceeds from the issuance of the
$300 Million 5%4% Senior Notes to pay down bank borrowings.
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Pursuant to the 2004 Shelf Registration, on June 2, 2003, the Company issued $450.0 million of 6%4% senior notes
due 2015 (the “$450 Million Senior Notes”) at 100.614% of the principal amount of the notes plus accrued interest from
June 2, 2003. The $450 Million Senior Notes, which are due June 15, 2015, with interest payable semi-annually,
represent senior unsecured obligations of the Company and rank equally in right of payment wich all of the Company’s
existing and future senior unsecured indebtedness. The $450 Million Senior Notes may be redeemed, in whole at any
time or from time to time in part, at a price equal to the greater of: (a) 100% of their principal amount and (b) the sum of
the present values of the remaining scheduled payments discounted to the date of redemption at a defined rate, plus, in
each case, accrued and unpaid interest to the applicable redemption dare. The notes are unconditionally guaranteed
jointly and severally by the Guarantor Subsidiaries on a senior unsecured basis. The Company used all of the net proceeds
from the issuance of the $450 Million Senior Notes to pay down bank borrowings.

On April 3, 2006, pursuant to the 2004 Shelf Registration, the Company issued the $300 Million 7Y% Senior
Notes. The notes, which are due June 15, 2018 with interest payable semi-annually, represent senior unsecured
obligations and rank equally in right of payment wich all of the Company's existing and furure senior unsecured
indebredness and are guaranteed jointly and severally by the Guarantor Subsidiaries on a senior unsecured basis. The
$300 Million 7% Senior Notes may be redeemed, in whole at any time or from time to time in part, at a price equal to
the greater of: (a) 100% of their principal amount and (b} the sum of the present values of the remaining scheduled
payments of principal and interest on the notes to be redeemed discounted at a defined rate, plus, in each case, accrued and
unpaid interest to the applicable redemption date. The Company used all of the proceeds from the $300 Million 7Y%
Senior Notes to repay borrowings under its Credit Facility.

The Company’s senior notes indenture does not contain any financial covenants. Subject to specified exceptions, the
senior notes indenture contains certain restrictive covenants that, among other things, limit the Company’s ability to
incur secured indebtedness; engage in sale-leaseback transactions involving property or assets above a certain specified
value; or engage in mergers, consolidations, or sales of assets.

As of November 30, 2008, the Company was in compliance with the terms of its Credit Facility and senior notes
indenture. However, the Company’s ability to continue to borrow funds depends in part on its ability to rerain in such
compliance. The Company’s inability to do so could make it more difficult and expensive to maintain its current level of
external debt financing or to obtain additional financing. Based on the applicable terms of the Credit Facility and the
senior notes indenture, $549.6 million of retained earnings would have been available for the payment of dividends at
November 30, 2008.

Principal payments on notes, mortgages, land contracts and other loans are due as follows: 2009 — $279.5 million;
2010 — $16.8 million; 2011 — $348.9 million; 2012 — $0; 2013 — $0; and thereafter — $1.30 billion.

Assets (primarily inventories) having a carrying value of approximately $169.8 million as of November 30, 2008 are
pledged to collateralize mortgages, land contracts and other secured loans.
Note 11.  Fair Values of Financial Instruments

The estimated fair values of financial inseruments have been determined based on available markert information and
appropriate valuation methodologies. However, judgment is required in interpreting market data to develop the
estimates of fair value. In that regard, the estimates presented herein are not necessarily indicative of the amounts that the
Company could realize in a current market exchange.
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The carrying values and estimared fair values of the Company's financial inscruments, except for those for which the
carrying values approximate fair values, are summarized as follows (in thousands}:
November 30,

2008 2007

Estimated Fair Estimated Fair
Carrying Value Value Carrying Value Value

Financial liabilities
8%9 Senior subordinated notes. . § 200,000 § 199,500 % 200,000 $ 194,750

7%% Senior subordinated notes . . — — 298,273 277,394
6%% Senior notes . . . ... ... .. 348,908 274,765 348,549 319,358
5%% Senior notes . . . ........ 249,227 165,113 249,102 216,096
5%% Seniornotes . ... ....... 298,692 182,949 298,521 256,728
6Y4% Senior notes . . .. ....... 449,653 275,412 449,612 388,352
7V4% Seniornotes . ... ....... 298,689 173,240 298,597 268,364

The Company used the following methods and assumptions in estimating fair values:
The fair values of the Company’s senior subordinated and senior notes are estimated based on quoted marker prices.

The carrying amounts reported for cash and cash equivalents and restricted cash approximate fair values.

Note 12. Commitments and Contingencies

Commitments and contingencies include the usual obligations of homebuilders for the completion of coneracts and
those incurred in the ordinary course of business.

The Company provides a limited warranty on all of its homes. The specific terms and conditions of warranties vary
depending upon the market in which the Company does business. The Company generally provides a structural warranty
of 10 years, a warranty on electrical, heating, cooling, plumbing and other building systems each varying from two to five
years based on geographic market and state law, and a warranty of one year for other components of the home. The
Company estimates the costs that may be incurred under each limited warranty and records a liability in the amount of
such costs at the time the revenue associated with the sale of each home is recognized. Factors that affect the Company's
warranty liability include the number of homes delivered, hiscorical and anticipated races of warranty claims, and cost per
claim. The Company periodically assesses che adequacy of its recorded warranty liabilicies, which are included in accrued
expenses and other liabilities in the consolidated balance sheets, and adjusts the amounts as necessary based on its
assessment.

The changes in the Company’s warranty liability are as follows (in thousands):
Years Ended November 30,

2008 2007 2006
Balance at beginning of year . ... ... ... .. ... .. oo $151,525 $141,060 $122,503
Warranties 18Sued . . .. ... e 25,524 60,620 78,527
Payments and adjustmenes. . .. ... ... oL o L (31,480) (50,155 (59,970)
Balanceatend of year . . ... . ... ... ... .. $145,369 $151,525 $141,060

In the normal course of its business, the Company issues certain representations, warranties and guarantees related to
its home sales and land sales that may be affected by FASB Interpretation No. 43, “Guarantor’s Accounting and
Disclosure Requirernents for Guarantees, Including Indirect Guarantees of Indebtedness of Ochers.” Based on historical
evidence, the Company does not believe any of these representations, warranties or guarantees would result in a material
effect on its consolidated financial position or resules of operations.

The Company has, and requires the majority of its subconcractors co have, general liability insurance (including
construction defect coverageyand workers’ compensation insurance. These insutance policies protect the Company against a
portion of its risk of loss from claims related to its homebuilding acrivities, subject to cerrain self-insured retentions,
deductibles and other coverage limits. The Company self-insures a portion of its overall risk through the use of a captive
insurance subsidiary. The Company records expenses and liabilities based on the costs required to cover its self-insured
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retention and deductible amounts under its insurance policies, and on the estimated costs of potential claims and claim
adjustment expenses above its coverage limits or not covered by its policies. These estimated costs are based on an analysis of
the Company’s historical claims and include an estimate of construction defecr claims incurred but not yer reported. The
Company's estimated liabilities for such items were $101.5 million at November 30, 2008 and $95.6 million at
November 30, 2007, and are included in accrued expenses and other liabilities in the consolidared balance sheers.

The Company is often required to obtain performance bonds and letters of credit in suppart of its ohligations to varicus
municipalities and other government agencies in connection with subdivision improvements such as roads, sewers and
water. At November 30, 2008, the Company had $761.1 million of performance bonds and $211.8 million of letters of
credit outstanding. At November 30, 2007, the Company had $1.08 billion of performance bonds and $296.8 million of
letters of credit outstanding. In the event any such performance bonds or letters of credit are called, the Company would be
obligated to reimburse the issuer of the performance bond or lecter of credic. Ac this time, the Company does not believe that
a material amount of any currently outstanding performance bonds or letcers of credic will be called. Performance bonds do
not have scated expiration dates. Rather, the Company is released from the performance bonds as the contractual
performance is completed. The expiration dates of letters of credit issued in connection with subdivision improvements
coincide with the expected completion dates of che related projects. If the obligations related to a project are ongoing, annual
extensions of the letters of credit are typically granted on a year-to-year basis.

Borrowings outstanding and letters of credit issued under the Credit Facility are guaranteed by the Guarantor
Subsidiaries.

In the ordinary course of business, the Company enters into land option contracts to procure land for che
construction of homes. At November 30, 2008, the Company had total deposits of $65.6 million, comprised of cash
deposits of $33.1 million and lecters of credit of $32.5 million, to purchase land with a total remaining purchase price of
$548.7 million. The Company’s land option contracts generally do not contain provisions requiring irs specific
performance.

The Company leases certain property and equipment under noncancelable operating leases. Office and equipment leases
are typically for terms of three to five years and generally provide renewal options for terms up to an addirional five years. In
most cases, the Company expects that, in the normal course of business, leases thar expire will be renewed or replaced by other
leases. The future minimum rental payments under operating leases, which primarily consist of oftice leases having initial or
remaining noncancelable lease terms in excess of one year are as follows: 2009 — $19.0 million; 2010 — $16.5 million;
2011 — 29.8 million; 2012 — $6.8 million; 2013 — $4.9 million; and thereafter — $4.8 million. Rental expense on these
operating leases was $17.3 million in 2008, $21.7 million in 2007 and $22.8 million in 20006.

Note 13, Legal Matters

Derivative Litigation.  In the summer of 20006, four shareholder derivative lawsuits were filed, ostensibly on behalf
of the Company, alleging, among ocher things, that the defendants (various current and former directors and officers of
the Company) breached their fiduciary duties to the Company by, among other things, backdating granes of stack oprions
to various current and former execurives in violation of the Company's stockholder-approved stock option plans. Two of
the lawsuits were state courr actions filed in Los Angeles County Superior Court, and two were federal actions filed in the
United States District Courr for the Central District of California. The two federal lawsuits also included substantive
claims under che federal securities laws.

The Company recently reached a tentative global secclement with the parties in the four actions. The settlement also
includes a resolution of all issues with the Company’s former Chairman and Chief Executive Officer, Bruce Kararz. On
December 9, 2008, the parties to the federal court actions submitted the proposed settlement ro the courr, and the
plaintiffs in those actions concurrently filed an unopposed motion seeking preliminary approval of the proposed
sertlement. On December 15, 2008, che court granced preliminary approval of the proposed settlement and scheduled a
hearing for February 9, 2009 to determine whether the sectlement should be finally approved by the court. If it is finally
approved, the federal litigation will be dismissed, and all parties have agreed that che state court litigation will be
dismissed as well. If the sertlement is not approved, the federal and stace court litigation will continue. At this rime, the
Company does not believe that the shareholder derivative litigation or the resolucion of issues with the Company's former
Chairman and Chief Executive Officer should have a marterial impact on the Company’s consolidaced financial position or
results of operations.
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ERISA Litigation. On March 16, 2007, plaintiffs Reba Bagley and Scotc Silver filed an action broughe under
Section 502 of the ERISA, 29 U.S.C. § 1132, Bagley et al., v KB Home, et al., in the United States District Court for the
Central District of California. The action was brought against the Company, its directors, and certain of its current and
former officers. After the court allowed leave to file an amended complaine, on April 3, 2008, plainciffs filed an amended
complaint adding Tolan Beck and Rod Hughes as additional plaintiffs and dismissing cereain individuals as defendants.
All four plzintiffs claim o be former employees of the Company who participated in the Plan. Plaintiffs allege on behalf
of chemselves and on behalif of alt others similarly situaced thar all defendants breached fiduciary duties owed to plaintiffs
and purported class members under ERISA by failing to disclose information to and providing misleading information to
participants in the Plan abour alleged prior stock option backdaring practices of the Company and by failing to remove
the Company's stock as an investment option under the Plan. Plaintiffs allege that this breach of fiduciary duties caused
plaintiffs to earn less on their Plan accounts than they would have earned bur for defendants’ alleged breach of duties.
Plaintiffs seek unspecified money damages and injunctive and other equitabie relief. On May 16, 2008, the Company
filed a motion to dismiss on the ground chat plaintiffs’ allegations fail to state a claim against the Company. Plaintiffs
filed an oppaosition to the motion on June 20, 2008. The hearing on the motion was held on September 8, 2008. On
October 6, 2008, the court tssued its order. The court denied the Company's motion co dismiss the plaintiffs’ claims for
breach of fiduciary duty and breach of the duty to monitor and granted the Company’s motion to dismiss the plaintiffs’
claims for breach of the fiduciary duty of disclosure. The court also denied a separate motion to dismiss filed by the
individual defendants based on the standing of plaintiffs to sue. The Company filed its answer to the firsc amended
complaint on Nevember 5, 2008. On November 24, 2008, the court approved a stipulation to stay all discovery and other
proceedings through February 6, 2009, in otdet to allow the parties time to attempr to sertle che plainciffs’ claims
through mediation. While the Company believes it has scrong defenses to the ERISA claims, it has not concluded
whether an unfavorable outcome is likely to be material to its consolidated financial position or results of operations,

Other Matters.  The Company is also involved in litigation and governmental proceedings incidental to its business.
These cases are in various procedural stages and, based on reports of counsel, the Company believes that provisions or
reserves made for potential losses are adequacte and any liabilities or costs arising our of currently pending litigation
should not have a marerially adverse effect on its consolidated financtal position or results of operations.

Note 14.  Stockholders’ Equity

Preferred Stock.  On February 4, 1999, the Company adopted a stockholder rights plan to replace the shareholder
rights plan it adopted in 1989 {the “1989 Rights Plan”) and declared a dividend distribution of one preferred share
purchase right for each outstanding share of common stock; such rights were issued on March 5, 1999, immediately after
the expiration of the rights issued under the 1989 Rights Plan. On January 22, 2009, the Company adopted an
amendment to che rights plan designed to preserve the value of cercain of the Company's net deferred rax assets. Under the
plan as amended, under certain circumstances, each right will entitle the holder to purchase 1/100ch of a share of the
Company's Series A Participating Cumulative Preferred Seock at an exercise price of $270.00, subject to adjusernent. The
rights are not exercisable until the earlier to occur of (a) 10 days following a public announcement that a person or group
has acquired Company common stock representing 4.9% or more of the then-outstanding shares of common stock, or
(b) 10 business days following the commencement of a tender or exchange offer for Company common stock representing
4.9% or more of the then-outstanding shares of common stock. If the Company is acquired in a merger or other business
combination transaction, or 50% or more of the Company's assets or earning power is sold, each right will enticle its
holder to receive, upon exercise, common stock of the acquiring company having a market value of twice the exercise price
of the right; and if, without approval of the board of directors, any person or group acquires Company stock representing
4.9% or more of the outstanding shares of common stock, each right will entitle its holder to receive, upen exercise,
common stock of the Company having a market value of twice the exercise price of the right. At the option of the
Company, the rights may be redeemed prior to becoming exercisable at a redemption price of $.005 per right. Unless
previcusly redeemed or exchanged, the rights will expire on March 5, 2009. Uncil a right is exercised, the holder will
have no rights as a stockholder of the Company, including the right to vore or receive dividends. Further, on January 22,
2009, the Company adopted a successor rights plan, dated as of that dare, and declared a dividend distribution of one
preferred share purchase right for each outstanding share of common stock. The terms of the successor rights plan are
substantially similar to the Company’s current rights plan, as amended. The successor rights plan will take effect upon the
expiration of the rights issued pursuant to the existing rights plan. Unless the rights issued pursuant to the successor
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rights plan are earlier exchanged or redeemed, they will expire on March 5, 2019, or on March 5, 2010 if che successor
rights plan has not been approved by the Company's stockholders prior to that dace.

Common Stock.  As of November 30, 2008, the Company was authotized to repurchase four million shares of its
common stock under a board-approved stock repurchase program. The Company did not repurchase any of its common
stock under this program in 2008 or 2007. The Company repurchased six million shares of its common stock in 2006 at
an aggregate price of $377.4 million under stock repurchase programs authorized by its board of directors. In addition to
the repurchases in 2006, which consisted of open market transactions, the Company acquired $1.0 million in 2008,
$6.9 million in 2007 and $16.7 million in 2006, of common stack, which were previously issued shares delivered to the
Company by employees to satisfy withholding taxes on the vesting of restricted stock awards. These transactions are not
considered repurchases under the share repurchase program.

On April 6, 2006, the Company’s stockholders approved an amendment to the Company’s certificate of incor-
poration reducing the number of authorized shares of the Company’s common stock from 300 million to 290 million.

In November 2008, the Company’s board of directors reduced the quarterly cash dividend on the Company’s
common stock to $.0625 per share from $.25 per share.

Note 15. Employee Benefit and Stock Plans

Most employees are eligible to participate in the Company's 401(k} Savings Plan under which contributions by
employees are partially matched by the Company. The aggregate cost of this plan to the Company was $4.1 million in
2008, $6.2 million in 2007 and $10.8 million in 2006. The assets of the Company's 401(k) Savings Plan are held by a
third-party trustee. Plan participants may direct the investment of their funds among one or more of the several fund
options offered by the plan. A fund consisting of the Company's common stock is one of the investment choices available
to participants. As of November 30, 2008, 2007 and 2006, approximartely 5%, 5% and 11%, respectively, of the plan’s
net assets were invested in the fund consisting of the Company’s common stock.

The Company's Amended and Restated 1999 Incentive Plan {the “1999 Plan”} provides that stock options,
performance stock, restricted scock and stock units may be awarded ro any employee of the Company for periods of up to 10
years. The 1999 Plan also enables the Company to grant cash bonuses, SARs and other stock-based awards. The Company
also has awards outstanding under its 2001 Stock [ncentive Plan, 1998 Stock Incentive Plan, 1988 Employee Stock Plan
and its Performance-Based Incentive Plan for Senior Management, each of which provides for generally the same types of
awards as the 1999 Plan, but with periods of up ro 15 years. The 1999 Plan and the 2001 Stock Incentive Plan are che
Company's primary employee stock plans. New awards may not be issued under che 1999 Plan after April 2, 2009.

Stock Options.  Stock option transactions are summarized as follows:

Years Ended November 30,

2008 2007 2006
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Options Price Options Price Options Price
Options outstanding at beginning
ofyear .. ... ... 8,173,464 $30.17 8,354,276 $28.71 9,176,253 $28.16
Granted . . .................. — — 787,600  34.78 85,569  67.53
Exercised .. ... ... ... . ... (144,020) 18.31 (327,681) 24.27 (743,481) 24.19
Cancelled . . ................. (182,042) 4233 (640,731)  37.04 (164,065) 38.63
Options outstanding at end of
. S 7,847,402  $30.11 8,173,464 $30.17 8,354,276 $28.71

Options exercisable at end of year. . 7,321,170 $29.77 7,238,598 $28.98 7,428,952 $26.46

Options available for grant at end

ofyear . ... ... . ... ... ... 593,897 501,892 1,016,199

The total intrinsic value of oprions exercised during the years ended November 30, 2008, 2007 and 2006 was
$1.0 million, $5.5 million and $29.5 million, respectively. The aggregate intrinsic value of options outstanding was
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$.1 million, $9.9 million and $199.1 million at November 30, 2008, 2007 and 2006, respectively. The aggregate intrinsic
value of options exercisable at November 30, 2008, 2007 and 2006 was $.1 million, $9.9 million and $190.8 million,
respectively. The incrinsic value of a stock oprion is the amount by which the market value of the underlying stock exceeds
the price of the oprion. The rotal amount of options cancelled in 2007 includes 371,399 options that were cancelled as a
result of che irrevocable election of each of the Company’s non-employee directors to receive payouts in cash of all
ourstanding stock-based awards granted to them under the Company’s Non-Employee Directors Stock Plan.

In 2007, cthe Company performed a review of past equity grants under its employee stock plans in compliance with
an Equity-Based Award Grant Policy thar was adopted on February 1, 2007 by the management development and
compensarion commirtcee of the Company's board of directors. Based on that review, the Company determined that as of
November 30, 2006, the Company should have counted 2,890,260 shares of rescricred stock against the limits stated in
its employee stock plans based on the terms of those plans and recenc changes in New York Scock Exchange rules. In
addition, because of the irrevocable cash payout election of each of the Company’s non-employee directors, the Company
has no intention of issuing any shares under the Non-Employee Directors Stock Plan. Therefore, the Company considers
the plan as having no available capacity to issue shares of common stock, rather than the 566,061 shares of available
capacity previously reported as of November 30, 2006. The oprions available for grant ar November 30, 2006 have been
adjusted to reflect the results of the review and the elimination of the Non-Employee Directors Stock Plan’s capacity.

Stock options outstanding ar Novemnber 30, 2008 are as follows:

Options Outstanding Options Exercisable
Weighted Weighted

Weighted Average Weighted Average
Average  Remaining Average  Remaining
Exercise  Contraceual Exercise  Contractual

Range of Exercise Price Options Price Life Options Price Life

$ 888031564, .. ... ... .. 1,519,401 $14.76 7.83 1,519,401 $14.76

$15.65 to $21.51. ... ... .. .. 1,863,452 21.36 8.79 1,863,452 21.36

$21.52 10 $34.05............ 1,943,963 31.80 9.66 1,852,297 31.98

$34.06 to $40.90. . .. ... .. .. 1,674,766 39.01 0.87 1,241,366 40.00

$4091 o $69.63. . ... ... . ... 845,820 55.47 8.79 844,654 55.47

$ 88Bto$6963............ 7,847,402  $30.11 9.05 7,321,170 $29.77 9.10

The Company granted no stock options in 2008. The weighted average fair value of options granted in 2007 and
2006 was $11.42 and $24.76, respectively. The fair value of each option grant is estimated on the date of grant using che
Black-Scholes option-pricing model with the following assumptions used for grants in 2007 and 2006, respectively: 2
risk-free interest rate of 4.8% and 4.8%; an expected volacility factor for the market price of the Company's common
stock of 41.1% and 41.0%; a dividend yield of 2.9% and 1.9%; and an expected life of 5 years and 5 years.

The Company's stock-based compensation expense related to stock option grants was $5.0 million in 2008,
$9.4 million in 2007 and $19.4 million in 2006, As of November 30, 2008, there was $2.2 million of total unrecognized
stock-based compensation expense related to unvested stack option awards. This expense is expected to be recognized
over a weighted average period of 1.1 years.

The Company records proceeds from the exercise of stock options as addirions to commeon stock and paid-in capiral.
Actual tax shortfall realized for the tax deduction from stock oprion exercises of $1.1 million in 2008, and acrual tax
benefits realized for the tax deduction from stock option exercises of $2.1 million and $17.5 million in 2007 and 2006,
respectively, were recorded as paid-in capital. In 2008, 2007 and 2006, the consolidated statement of cash flows reflects
$0, $.9 million and $15.4 million, respectively, of excess tax benefit associated with the exercise of stock options since
December 1, 2005, in accordance with the cash flow classification requirements of SFAS No. 123(R).

Other Stock-Based Awards.  From time to time, the Company grants restricred common stock to key executives.
During the restriction periods, the executives are entitled to vote and receive dividends on such shares. The restrictions
imposed with respect to the shares granted lapse over periods of three or eight years if certain conditions are mer. The
shares of restricted stock outstanding totaled 700,000 ac November 30, 2008 and 830,750 at November 30, 2007.

On July 12, 2007, the Company awarded 54,000 Pecformance Shares to its President and Chief Executive Officer
subject to the terms of the 1999 Plan, the President and Chief Executive Officer’s Performance Stock Agreement dared
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July 12, 2007 and his Employment Agreement dated February 28, 2007. Depending on the Company's total shareholder
return over the three-year period ending on November 30, 2009 relative to a group of peer companies, zero to 150% of
the Performance Shares will vest and become untestricted. In accordance with SFAS No. 123(R), the Company used a
Monte Carlo simulation model to estimate the grant-date fair value of the Performance Shares. The total grant-date fair
value of $2.0 million will be recognized over the requisite service period.

During 2008 and 2007, the Company granted phantom shares and SARs to various employees. These awards are
accounted for as lizbilities in the Company's consolidated financial statements because such awards provide for settlement
in cash. Each phantom share represents the right to receive a cash payment equal to the closing price of the Company’s
common stock on the applicable vesting date. Each SAR represents a right to receive a cash payment equal to the positive
difference, if any, between the granc price and the market value of a share of the Company’s common stock on the date of
exercise. The phantorn shares vest in full ac the end of chree years while the SARs vest in equal annual installments over
three years. There were 1,099,722 phantom shares and 2,424,507 SARs outscanding as of November 30, 2008, and
892,926 phantom shares and 1,100,519 SARs outstanding as of November 30, 2007.

The Company recognized total compensation expense of $7.1 million in 2008, $7.4 million in 2007 and $4.7 million
in 20006 relared to restricted common stock, Performance Shares, phantom shares and SARs.

Grantor Stock Ounership Trast.  In connection with a share repurchase program, on August 27, 1999, the Company
established a grantor stock ownership truse (the “Trust”) into which certain shares repurchased in 2000 and 1999 were
transferred. The Trust, administered by a third-party trustee, holds and distributes the shares of common stock acquired
to support certain employee compensation and employee benefit obligations of the Company under its existing stock
option, 401(k) Savings Plan and other employee benefit plans. The existence of the Trust has no impact on the amount of
benefits or compensation that is paid under these plans.

For financial reporting purposes, the Trust is consolidated with the Company. Any dividend transactions between
the Company and the Trust are eliminated. Acquired shares held by the Trust remain valued ar the marker price at the
date of purchase and are shown as a reduction ro stockholders’ equity in the consolidated balance sheets. The difference
berween the Trust share value and the market value on the date shares are released from the Trust is included in paid-in
capital. Common stock held in the Trust is not considered outstanding in the computations of earnings (loss) per share.
The Trust held 11,901,382 and 12,203,282 shares of common stock at November 30, 2008 and 2007, respectively. The
trustee votes shares held by the Trust in accordance wich voting directions from eligible employees, as specified in a trust
agreement with the trustee.

Note 16. Postretirement Benefits

The Company has two supplemental non-qualified, unfunded retirement plans, the KB Home Supplemental
Executive Retirement Plan, restated effective as of July 12, 2001, and the KB Home Retirement Plan, effective as of
July 11, 2002, pursuant to which the Company pays supplemental pension benefits to cerrain key employees upon
retirement. In connection with the plans, the Company has purchased cost recovery life insurance on the lives of certain
employees. Insuranice contracts associated with each plan are held by a trust, established as part of the plans ro implement
and carry out the provisions of the plans and to finance the benefits offered under the plans. The trust is the owner and
beneficiary of such contracts. The amount of the insurance coverage is designed to provide sufficient revenues to cover all
costs of the plans if assumptions made as to employment term, mortality experience, policy earnings and other factors are
realized. The cash surrender value of these insurance contracts was $43.5 million ar November 30, 2008 and
$53.6 million at November 30, 2007.

On November 1, 2001, the Company implemented an unfunded death benefit plan, the KB Home Death Benefit
Only Plan, for certain key management employees. In connection with che plan, the Company has purchased cost
recovery life insurance on the lives of certain employees. Insurance contracts associated with the plan are held by a trust,
established as part of the plan to implement and carry out the provisions of the plan and to finance cthe benefits offered
under the plan. The trust is the owner and beneficiary of such contracts. The amount of the coverage is designed ro
provide sufficient revenues to cover all costs of the plan if assumptions made as to employment term, morcalicy
experience, policy earnings and other factors are realized. The cash surrender value of these insurance contracts was
$15.0 million at November 30, 2008 and $19.6 million at November 30, 2007.
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The net periodic benefit cost of the Company's postretirement benefit plans for the year ended November 30, 2008
was $6.5 million, which included service costs of $1.3 million, interest costs of $2.9 million, amortization of prior service
costs of $1.6 million and other costs of $.7 million. The net periodic benefit cost of these plans for che year ended
November 30, 2007 was $5.6 million, which included service costs of $1.4 million, interest costs of $2.6 million and
amortization of prior service costs of $1.6 million, and for the year ended November 30, 2006 was $6.8 million, which
included service costs of $2.7 million, interest costs of $2.5 million and amorcization of prior service costs of
$1.6 million. The liabilities related to the postretirement benefit plans were $50.1 million at November 30, 2008
and $49.1 million at November 30, 2007, and are included in accrued expenses and other liabilities in the consclidated
balance sheets. For che years ended November 30, 2008 and 2007, the discount rate used for the plans was 6% and the
rate of compensation increase was 4%.

Effective November 30, 2007, the Company adopted SFAS No. 158, which requires an employer to recognize the
funded starus of defined postretirement benefit plans as an asset or liability on the balance sheet and requires any
unrecognized prior service cost and acruarial gains/losses to be recognized in other comprehensive income (loss). The
postretirement benefit liability at November 30, 2007 reflects the Company's adoption of SFAS No. 158, which
increased the liability by $22.9 million with a corresponding charge to accumulated other comprehensive loss in
stockholders’ equity in the consolidated balance sheet. The $8.7 million deferred tax asset resulting from the adoption of
SFAS No. 158 was offset by a valuation zllowance established in accordance wicth SFAS No. 109. The adoption of SFAS
No. 158 did not affect the Company's consolidated resuls of operations or cash flows. The Company uses November 30 as
the measurement date for its postretirement benefir plans.

Note 17. Income Taxes

The components of income tax benefit (expense) in the consolidated statements of operations are as follows (in
thousands):

Federal State Total

2008
LT3 ¢ = 1L $ (18,704) 8§ 10,504 $  (8,200)
Deferred . .. o e e e e e — — —_
Income tax benefit (expense) . ... ........ ... ..., $ (18704) $10504 § (8,200)

2007
[T 1 $ 236,961 §27,195  $ 264,156
Deferred . . .. . e e e (156,772) (61,384) (218,156)
Income tax benefic (expense) ... .................... § 80,189 $(34,189) § 46,000

2006
CUITEOE « o o et e et et e e et e e e $(277.960) § (9,476) $(287,436)
Peferred . . ... . . 80,555 27,981 108,536
Income tax benefit (expense) ... ......... .. ... $(197,405) $ 18,505  $(178,900)

Deferred income taxes result from temporary differences in the financial and tax basis of assets and liabilities.
Significant components of the Company’s deferred tax liabilities and assets are as follows (in thousands):

November 30,

2008 2007
Deferred tax liabilities:
Capiralized expenses . .. ... ... ittt s $ 137,975 $131,147
S EALE CAXES . v v v v v v e et e e e e e e 36,699 56,751
0 T o - 398 647
Total . . e e e e $ 175,072  $ 188,545
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November 30,

2008 2007
Deferred tax assets:
Inventory impairments and land option contract abandonments. ... ... .. $ 483,199 $479.716
2008 net operating 1oss . . ... ... 52,841 —
Warranty, legal and other accruals. . ... ... ... ... o L 191,209 198,118
Employee benefies . .. ... ... .. .. .. . 90,521 103,525
Parenerships and joint ventures. .. .. ... ... L o L o 107,838 59,035
Depreciation and amortization . .. ... . ... ..t e 49,909 41,558
Capiralized expenses . . .. ... ... L e 9,039 19,530
TaX CredES « o ottt e e e e e 59,676 18,823
Deferred 1nCome . ... oot 2,741 9,411
L1 1T 8,029 4,140
Total ... e e . 1,055,002 033,856
Valuation allowance. . .. ... ... ... . .. .. . . . e - (878,778} (522,853)
TOTAL + v e e e e 176,224 411,003
Net deferred tax assets . .. ..ottt i e e e $ 1,152  $ 222,458

Income tax benefit (expense) computed at the statutory U.S. federal income tax rate and income tax benefit (expense)
provided in the consolidated statements of operations differ as fotlows (in thousands):

Years Ended November 30,

2008 2007 2006
Income tax benefit (expense) computed at statucory rate. . .. . . . $ 338,776  $511,270  $(200,148)
Increase (decrease) resulting from:
State taxes, net of federal income cax benefic. . ... ..... ... 25,142 46,116 12,028
Non-deductible stock-based and other compensation and
related expenses ... ... . ... . i —_ (3,574) (3,871)
Internal Revenue Code Section 199 manufacturing
deduction . . .. .. — — 6,265
Tax €reditS . o o v vt e e e (3,984)  (3,504) 4,625
Valuarion allowance for deferred tax assers. . . ............ (358,159) (514,234) —
Ocher, net . ... .. e e e e e (9,975) 10,016 2,201
Income tax benefic {expense) .. .. .. ... ... ... .. $ (8,2000 § 46,000 $(178,900)

The Company recognized income tax expense of $8.2 million in 2008, an income tax benefit from continuing
operations of $46.0 million in 2007 and income tax expense from continuing operations of $178.9 million in 2006,
These amounts represent effective tax rates of .8% for 2008, 3.0% for 2007 and 31.0% for 2006. The change in the
Company's effective tax rate in 2008 from 2007 was primarily due to the disallowance of tax benefits related to the
Company's current year loss as a result of a full valuation allowance. The decrease in the Company'’s effective tax rate in
2007 from 2006 was primarily due to the noncash valuation allowance tecorded against net deferred rax assets.

In accordance with SFAS No. 109, the Company evaluates its deferred tax assets quarterly to determine if valuation
allowances are required. SFAS No. 109 requires that companies assess whether valuation allowances should be established
based on the consideration of all available evidence using a “more likely than not” standard. For 2008, the Company
recorded a valuation allowance of $355.9 million against its net deferred tax assets. The valuarion allowance was reflected
as a noncash charge of $358.2 million to income tax expense and a noncash benefit of $2.3 million to accumulated other
comprehensive loss {as a result of an adjustment made in accordance with SFAS No. 158). For 2007, the Company
recorded a valuation allowance totaling approximately $522.9 million against its deferred rax assets. The valuation
allowance was reflected as a noncash charge of $514.2 million to income rax expense and $8.7 million to accumulated
other comprehensive income. The majority of che tax benefits associated with the Company’s net deferred tax assets can be
carried forward for 20 years and applied to offset future taxable income. The Company's deferred tax assets for which it did
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not establish a valuarion allowance relate to amounts that can be realized through future reversals of existing taxable
temporary differences or through careybacks to the 2007 and 2006 years. To the extent the Company generares sufficient
taxable income in the future to fully utilize the tax benefits of the related deferred tax assets, the Company expects its
effective tax rate to decrease as the valuation allowance is reversed.

The Company implemented the provisions of FASB Interpretation No. 48 effective December 1, 2007. As of the
date of adoption, the Company’s ner liabilicy for unrecognized tax benefits was $18.3 million, which represented
$27.6 million of gross unrecognized tax benefits less $9.3 million of indirect tax benefits. The Company recognizes
accrued interest and penalties relared to unrecognized tax benefits in its consolidared financial statements as a component
of the provision for income taxes. As of November 30, 2008, the Company’s liability for gross unrecognized tax benefits
was $18.3 million, of which $7.0 million, if recognized, will affect the Company's effective tax rate. The Company had
$16.5 million and $16.9 million in accrued interest and penalties at December 1, 2007 and November 30, 2008,
respecrively.

It is reasonably possible that, within the next 12 months, total unrecognized rax benefits may decrease as a resule of
the potential resolution with the Internal Revenue Service relating to issues stemming from fiscal years 2004 and 2005.
However, any such change cannot be estimated at this time.

A reconciliation of the beginning and ending balances of the gross unrecognized tax benefits, excluding interest and
penalties, is as follows (in thousands):

Year Ended
November 30, 2008
Balance at beginning of year . . ... .. ... $ 27,617
Addicions for tax positions related to prior years . .. ... ... ... ... —
Reductions for tax positions of prior years. . . ... .. .. . 199
SetTlEMENTS .« . . ot ot e (9,484)
Balanceatend of year. . . .. .. .. L $ 18,332

Included in the balance of gross unrecognized tax benefits at the beginning of the year and the end of che year are tax
positions of $6.3 million and $4.3 million, respectively, for which the ultimate deductibility is highly certain but for
which there is uncertainty abour the timing of such deductibility. Because of the impact of deferred tax accounting, other
than interest and penalties, the disallowance of the shorter deductibility period would not affect the annual effective tax
rate but would accelerate the payment of cash to the tax auchority to an earlier period.

The tax years 2004-2007 remain open to examination by major taxing jurisdictions to which the Company is
subject.
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Note 18. Supplemental Disclosure to Consolidated Statements of Cash Flows

The following are supplemental disclosures to the consolidated statements of cash flows {in thousands):

Years Ended November 30,

2008 2007 2006

Summary of cash and cash equivalents:

Homebuilding . ....... ... ... .. .. ... ......... $1,135,399  $1,325,255 § 700,041

Financial services ... ... . ... ... .. 6,119 18,487 15,417

Discontinued operations. . . ... ... ... o — — 88,724

Total © ... e e $1,141,518  $1,343,742  § 804,182

Supplemental disclosures of cash flow information:

Interest paid, net of amounts capitalized . . ... ......... $ 20,726 $ 29572 % —

Income taxes paid . .. .. .. ... ... (122,872) 131,329 322,983
Supplemental disclosures of noncash activities:

Cost of inventories acquired through seller financing . . . . . $ 90,028 $ 4,139 $ 128726

Decrease in consolidated inventories not owned . .. ... ... (143,091) (409,505} {18,130)

Note 19. Discontinued Operations

On July 10, 2007, the Company sold its 49% equity interest in its publicly traded French subsidiary, KBSA. The
sale generated total gross proceeds of $807.2 million and a pretax gain of $706.7 million ($438.1 million, net of income
taxes), which was recognized in the third quarter of 2007. The sale was made pursuant to che Share Purchase Agreement
among the Company, the Purchaser and the Selling Subsidiaries. Under the Share Purchase Agreement, the Purchaser
agreed to acquire the 49% equity interest (representing 10,921,954 shares held collectively by che Selling Subsidiaries) at
a price of 55.00 euros per share. The purchase price consisted of 50.17 euros per share paid by the Purchaser in cash, and a
cash dividend of 4.83 euros per share paid by KBSA.

As a resule of the sale, the results of the French operations are included in disconrinued operations in the Company’s
consolidated statements of operations for all periods presented. In addition, cash flows related to these disconrinued
operations are presented separately in the consolidated statements of cash flows for all periods presented.

The following amounts related to the French operations were derived from historical financial information and have
been segregated from continuing operations and reported as discontinued operations {(in thousands):

Years Ended November 30,

2007 2006
REeVenUeS . . . . .o o e e e $911,841 $ 1,623,709
Construction and land costs . ........ .. ... . . i i (680,234) (1,187,484
Selling, general and administrative expenses . ... ... ..., L. (129,407) (251,104)
Operating IMNCOME . . .. . ...ttt o it e i a s 102,200 185,121
INterest INCOME . . o oo vttt i i et e 1,199 643
Interest expense, net of amounts capitalized .. ... ... .............. — (2,045)
MiINOTItY INEELESES .+ v o v v v v e et et e e e e e e e e (38,665) (68,020)
Equity in income of unconsolidated joint ventures . ................ 4,118 10,503
Income from discontinued operations before income taxes . . ... ... ...... 68,852 126,204
INCOME LAX BXPENSE .+« o v vt v et et et n et et e e e oo {21,600) (36,800)
Income from discontinued operations, net of income taxes. ... .......... $ 47252 § 89404
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Note 20. Quartetly Results (unaudited)

Shown below are consolidated quarterly results for the Company for the years ended November 30, 2008 and 2007
(in thousands, except per share amounts):

First Second Third Fourth
2008
Revenues . ........vuviiiiennnon. $ 794,224 § 639,065 § 681,610 % 919,037
Gross profit (loss) .................. (121,333) (118,746) 25,383 (76,950}
Loss from continuing operations . . ... ... (268,172) (253,930) (144,745) (307,284)
Netloss . ... .. (268,172) (255,930} (144,745) (307,284)
Basic loss pet share .. ... ... ... ... .. 3 (3.47) % (3.30) § (1.87) § (3.96)
Diluted loss pershare. . . ............. $ 3.47) % (3.30) $ (1.87) § (3.96)
2007 '

Revenues ...........oviivnnunnn. $1,388,838 $1,413,208 $1,543,900 $2,070,580
Gross profic (loss) .. ................ 208,370 (69,419 (461,774) (102,965)
Income (loss) from continuing operations . . 10,655 (174,152) (478,620) (772,653)
Income from discontinued operarions, net

of income taxes () . . . ............. 16,882 25,466 443,008 —_
Net tncome (1oss). . . o oo oo i un. 27,537 (148,686) {35,612) (772,653)
Basic earnings (loss) per share:

Continuing operations . ............ 3 14 8 (2.26) % (6.19) % (9.99)

Discontinued operations . ... ........ .22 .33 5.73 _—

Basic earnings (loss) per share ... ... .. $ 36§ (1.93) § (46) $ (9.99)
Diluted earnings (loss) per share:

Conrinuing operations ............. $ A3 8 (2.26) % 6.19) § (9.99)

Discontinued operations . .. ......... 21 .33 5.73 —

Diluted earnings (loss) per share . ... .. $ 34 % (1.93) 3 (46) § (9.99)

(a) Disconrinued operations consist only of the Company's French operations, which have been presented as discontinued
operations for all periods presented. Income from discontinued operations, net of income taxes, in 2007 includes a
gain of $438.1 million realized on the sale of the French operations.

Included in gross profic (loss} in the first, second, third and fourth quarters of 2008 were inventory impairment
charges of $180.3 million, $154.0 million, $39.1 million and $192.5 million, respectively. Gross profit (loss} in che firse,
second and fourth quarters of 2008 also included pretax charges for land option contract abandonments of $7.3 million,
$20.4 million, and $13.2 million, respectively. There were no such charges in the third quarrer of 2008. The loss from
continuing operations in the first, second, third and fourth quarters of 2008 also included precax charges for joint venture
impairments of $36.4 million, $2.2 million, $43.1 million and $60.2 million, respectively. Included in gross profit (loss)
in the first, second, third and fourth quarters of 2007 were inventory impairment charges of $5.0 million, $261.2 million,
$610.3 million and $233.5 million, respectively, and prerax charges for land option contract abandonments of
$3.6 million, $5.7 million, $62.7 million and $72.0 million, respectively. The loss from continuing operations in
the second, third and fourth quarters of 2007 also included pretax charges for joint vencure impairments of $41.3 million,
$17.2 million and $97.9 million, respectively.

The loss from continuing operations in the second and fourth quarters of 2008 included pretax charges of
$24.6 million and $43.4 million, respectively, for goodwill impairments recorded in accordance with SFAS No. 142. The
loss from continuing operations in the third quarter of 2007 included a pretax charge of $107.9 million for goodwill
impairments recorded in accotdance with SFAS No. 142.
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The net loss in the first, second, third and fourth quarters of 2008 included charges of $100.0 million, $98.9 million,
$58.1 million and $98.9 million, respectively, to record valuation allowances against net deferred rax assets in accordance
with SFAS No. 109. In the fourth quarter of 2007, the loss from continuing operations, net of income taxes, included a
charge of $514.2 miliion to record a valuation allowance on net deferred tax assets in accordance with SFAS No. 109,

Quarterly and year-to-date computations of per share amounts are made independently. Therefore, the sum of per
share amounts for the quarters may not agree with per share amounts for the year.

Note 21. Supplemental Guarantor Information

The Company’s obligations to pay principal, premium, if any, and interest under certain debt instruments are
guaranteed on a joint and several basis by the Guarantor Subsidiaries, The guarantees are full and unconditional and the
Guaranror Subsidiaries are 100% owned by the Company. The Company has determined that separate, full financial
statements of the Guarantor Subsidiaries would not be material to investors and, accordingly, supplementat financial
information for the Guarantor Subsidiaries is presented.
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CONDENSED CONSOLIDATING STATEMENTS OF OPERATIONS
{In Thousands)

Year Ended November 30, 2008

KB Home Guarantor  Non-Guarantor  Consolidating
Corporate Subsidiaries Subsidiaries Adjustments ‘Total
REVENUES . . o\ ot e it et inin e nnee s $ — $2,331,771 § 702,165 § — §3,033,936
Homebuilding:
Revenues. . ........... ...t 3 — $2331,771 % 691,398 § — $3,023,169
Construction and land costs . ... ....... ... —  (2,555,911) (758,904) —  (3,314,815)
Selling, general and adminiscrative expenses . . . (74,075) (296,964) (129,988) — (501,027
Goodwill impaitment . . ................ (67,970 — — — (67,970)
Operating loss . ...... .............. (142,045) (521,104) (197 ,494) —_ (860,643}
Interest inComMeE . ... ..o v i 31,666 2,524 420 — 34,610
Loss on early redemption/interest expense, net of
amounts capitalized. .. ... ... ... ... 56,541 (34,946) (34,561) — (12,966)
Equity in loss of unconsolidated joint
VENEUEES . & v v v i v v i e vt i e e — (10,742) (142,008) — (152,750}
Homebuilding pretax loss. . . .. ... ...... (53,838) (564,268) (373,643) — (991,749)
Financial services pretax income . . . .. ........ —_— _— 23,818 — 23,818
Total pretax loss .. ..................... (53,838) (564,268) (349,825 — (967,931}
Income tax expense . ..............0 ... (400) (4,600) (3,200 — (8,200)
Equiry in net loss of subsidiaries . . . ........... (921,893) — — 921,893 —
Netloss . .. oo i i $ (976,131) § (568,868) $§  (353,025) $ 921,893 § (976,131
Year Ended November 30, 2007
KB Home Guarantor  Non-Guarantor Consolidating
Corporate Subsidiaries Subsidiaries Adjustments Total
BEVEOUES . - . o oo ot et e e e e e 3 — $4,752,649 % 1,663,877 § —  $6,416,526
Homebuilding:
Revenues. .. ... ... e $ — $4,752649 % 1,647,942 % —  $ 6,400,591
Construction and land costs .. ... .. ... . ... —  {5,299,337) (1,527,022) —  (6,826,379)
Selling, general and administrative expenses . . . (104,6406) (518,912) (201,063) — (824,621)
Goodwill impairment . .. ........... ..., (107,926) — — — {107,926}
Operating loss . . ................... (212,572) (1,065,620) (80,143) — (1,358,335
Interest income . .. ..........0..ou.inn... 21,869 6,193 574 — 28,636
Loss on early redemprtion/interest expense, net of
amounts capiralized . ... .. ... ... ..... 179,100 (146,204) (43,886) —_ (12,990)
Equicy in loss of unconsolidated joinc
VEOCULES . . . ot v it e i et i e e — (26,105) (125,812) — (151,917}
Homebuilding pretax loss. . . ........... (11,603) (1,231,736} (251,267) —~  (1,494,606)
Financial services pretax income . ... ......... — — 33,836 — 33,836
Loss from continuing operations before income
BAXES . o ottt a e e (11,603) (1,231,736) (217,431) —  (1,460,770)
Income tax benefit. . . .. ... ... . ....... 400 38,800 6,800 — 46,000
Loss from continuing operations before equity in
net loss of subsidiaries. . .. .............. (11,203) (1,192,936} (210,631} — (1,414,770)
Income from discontinued operations, net of
INCOME BAKES & v . v v v e it it e v e — — 485,356 _ 485,356
Income (loss) before equity in net income (toss) of
subsidiaries . . . ... ... (11,203) (1,192,936) 274,725 — (929,414)
Equity in net income (loss) of subsidiaries:
Continuing Opeations. . .. ... ........... (1,403,567} — — 1,403,567 —
Discontinued operations. . . . . ..., ... ... 485,356 — — (485,356 —
Nert income (loss). .. ... .. .. ... ......... $ (929,414) $(1,192,936) $ 274,725 $ 918,211 § (929,414)
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Year Ended November 30, 2006
KB Home  Guarantor  Non-Guarantor Consolidating

Corporate  Subsidiaries Subsidiaries Adjustments Total
Revenues. . . ... ... . ... ] — $7,386,128 § 1993955 § — $9,380,083
Homebuilding:
REVENUES o« vt vvv v ne e v e e eie e e $ — $7,386,128 $ 1,973,715 § — $9,359,843
Construction and land costs. . . . ............ — (5,873,431 (1,790,588) —  (7,666,019)
Selling, general and administrative expenses. . . . . (156,099) (713,519} (253,890) — (1,123,508}
Operating income (loss). . . . ............. {156,099) 797,178 (70,763) — 570,316
Interest income . . . ... ... 1,256 3,485 762 — 5,303
Loss on early redemption/interest expense, net of
amounts capitalized . . .. ... ... ... . ... 201,837 (153,141) (65,374) — (16,678}
Equity in income (loss) of unconsolidated joint
VEMLULES + o o v v v ve v v n e n e 27,653 (25,272) (23,211) — (20,830)
Homebuilding pretax income (loss). . ... .. .. 74,647 622,250 {158,586) — 538,311
Financial services pretax income. . . .. .......... — — 33,536 — 33,536
Income (loss) from continuing operations before
IMCOME TAXES . . - ¢ v e v e e e m e e e e e e e e s 74,647 622,250 (125,050) — 571,847
Income tax benefit (expense) .. . ... ........... {23,400} (194,600) 39,100 — (178,900}
Income (loss) from continuing operations before
equity in net income of subsidiaries . ... ...... 51,247 427,650 (85,950) — 392,947
Income from discontinued operations, net of income
FAXES .« o o oo e e e e — — 89,404 — 89,404
Income before equity in net income of subsidiaries. . . . 51,247 427,650 3,454 — 482,351
Equity in net income of subsidiaries:
Continuing operations . .. ................ 341,700 — —— (341,700} —
Discontinued operations . . .. .............. 89,404 — — (89,404} —
Net fICOMe « vttt e et e maeeeeenmnnnnn $ 482,351 $ 427,650 $ 3,454 §  (431,104) § 482,351
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CONDENSED CONSOLIDATING BALANCE SHEETS

Assets
Homebuilding:
Cash and cash equivalenes. . ... ...... ..
Restricted cash
Receivables. . . .. ...... ... .. ... ....
Inventories
Investments in unconsolidated
joint ventures
Other assets

Financial services
Investments in subsidiaries. . . ...........

Total assets

Liabilities and stockholders’ equiry
Homebuilding:
Accounts payable, accrued expenses and
other liabilities
Mortgages and notes payable

Financial services
Intercompany
Stockholders' equity

Total liabilities and stockholders’ equity . . . .

Assets
Homebuilding:
Cash and cash equivalents
Receivables
Inventories
Investments in unconsolidared
JOIOE VEMEULES. .+ o o v v v v v v o
Other assets

Financizl services
Investments in subsidiaries

Total assets

Liabilities and stockholders’ equity
Homebuilding:
Accounts payable, accrued expenses and other
liabilities
Mortgages and notes payable

Financial services
Intercompany
Stockhelders’ equity

Total liabilities and stockholders’ equity. . . . . .

(In Thousands)
November 30, 2008
KB Home Guarantor  Non-Guarantor  Consolidating

Corporate Subsidiaries Subsidiaries Adjustments Total
$ 987,057 $ 25,067 % 123,275 $ — $1,135,399
115,404 — _ — 115,404
218,600 126,713 12,406 — 357,719
— 1,748,326 358,190 — 2,106,716
— 176,290 1,359 — 177,649
83,028 13,954 2,279 = 99,261
1,404,089 2,090,550 497,509 — 3,992,148
— — 52,152 — 52,152
51,848 — — (51,848) —
$ 1,455,937 $2,090550 $ 549,661 $ (51,848) $4,044,300
$ 190,455 § 786,717 § 285519 $ —  $1,262,691
1,845,169 96,368 — — 1,941,537
2,035,624 883,085 285,519 — 3,204,228
— — 9,467 — 9,467
(1,410,292) 1,207 465 202,827 — —
830,605 — 51,848 (31,848) 830,605
$ 1,455,937 $2,090,550 § 549,661 §  (51,848) $4,044,300

November 30, 2007

KB Home Guarantor  Non-Guarantor Consolidating

Corporate Subsidiaries Subsidiaries Adjustments Total
$1,104429 § 71519 § 149307 % — $1,325,255
126,531 151,089 18,119 — 295,739
— 2,670,155 642,265 — 3,312,420
— 199,254 97,756 — 297,010
405,306 19,892 5,942 — 431,140
1,636,266 3,111,909 913,389 — 5,661,564
—_ — 44,392 — 44,392
64,148 - — {64,148) —
$ 1,700,414 $3,111,909 $ 957,781 § (64,148) $5,705,956
$ 210,697 $1,130,047 $ 334,935 $ —  $1,675,679
2,142,654 19,140 — — 2,161,794
2,353,351 1,149,187 334,935 — 3,837,473
_ — 17,796 — 17,796
(2,503,624) 1,962,722 540,902 — —
1,850,687 — 64,148 (64,148 1,850,687
$1,700414 $3,111909 § 957,781 § (64,148) §5,705,956
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CONDENSED CONSOLID

Cash flows from operating activities:
Netloss. ......... ... . ..
Adjustments to reconcile net loss to net cash
provided (used) by operating activicies:

Deferred income taxes
Inventory impairments and land option
contract abandonments
Goodwill impairment. .. .............
Changes in assets and liabilities:
Receivables
Inventories
Accounts payable, accrued expenses and
other liabilities
Other, net

Net cash provided (used) by operating activities

Cash flows from investing activities:
Change in restricted cash
Investments in unconsolidared joint venrures

Sales {purchases) of property and equipment, net. . .

Net cash provided (used) by investing activities

Cash flows from financing activities:
Redemption of senior subordinated notes
Payments on mortgages, land contracts and other

loans . ... e
Payments of cash dividends
Repurchase of common stock
Other, net
Intercompany

Net cash provided (used) by financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

ATING STATEMENTS OF CASH FLOWS

{In Thousands)
Year Ended November 30, 2008

KB Home
Corporate

Guarantor
Subsidiaries

Non-Guarantor Consolidating
Subsidiaries  Adjustments

Total

$ (976,131) $(568,868) $  (353,025)% 921,893

$ (976,131

.. 221,306 — — — 221,306
.. — 469,017 137,774 — 606,791
.. 67,970 — — — 67,970
.. (92,069) 24,376 7,128 —  {60,565)
.. — 409,629 136,221 — 545,850
.. (20,246) (210,319) (52,216) —  (282,781)
.. 48,519 19,978 150,385 — 218,882
.. (750,651) 143,813 26,267 921,893 341,322
.. (115,404) — — — (115,404
.. — 8,985 (68,610) —  {59,625)

5,837 (55) 1,291 — 7,075
.. (109,567) 8,930 (67,319 —  {(167,996)
.. (305,814 — — —  {305,814)
.. — (12,800 — — (12,800
.. (62,967) — — — (62,967)
- {967) — — — (967)
.. 6,958 — — — 6,958
.. 1,105,636 (186,395) 2,652 (921,893 ——
.. 742,846 (199,195) 2,652 (921,893  (375,590)
.. (117,372)  (46,452) (38,400) —  {202,224)
.. 1,104,429 71,519 167,794 — 1,343,742
.. $ 987,057 § 25067 § 129394 § — $1,141,518
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Cash flows from operating activities:
Netloss. ... ...t
Income from discontinued operations, net of
income taxes. .. .......... ...
Gain on sale of discontinued operations, net
of income caxes. . ........... ..., ...
Adjustments to reconcile net loss to net cash
provided (used) by operating activities:
Deferred income taxes . .. ............
Inventory impairments and land option
contract abandonments. . .. ....... ..
Goodwill impairmenc ... ............
Changes in assets and liabilities:
Receivables. .. ..................
Inventories . . ............ ... ...
Accounts payable, accrued expenses and
ather liabilities . ... ... ... ...,
Other,nec ........... ... ... ... ...
Net cash provided (used) by operating activities —
CONLINUING OPELALIONS . . . . . oo v e e v e
Net cash provided by operating activities —
discontinued operations . . ... ..., ... . ...

Net cash provided (used) by operating activities . .

Cash flows from investing activities:
Sale of discontinued operations, net of cash
divested . . ... ... L
Investments in unconsolidated joint ventures . . . .
Sales (putchases) of property and equipment,
T
Net cash provided (used} by investing activities —
CONTINUING OPELations . . . ... ....c.couuua..
Ner cash used by investing activities —
discontinued operations . .. .............

Ner cash provided (used) by investing activities. .

Cash flows from financing activities:
Redemption of term loan. .. ... ..., ... ..
Redemption of senior subordinated notes. . . .
Payments on mortgages, land contracts and other

loans . ... ... o
Payments of cash dividends .. ...........
Repurchases of common stock .. .........
Oeher,pet ...
Intercompany . .. .......... .. ... ....

Net cash provided (used) by fimancing activities —
continuing operations . . . . ..... ... ... ...

Nert cash used by financing activities —
discontinued operations . .. .. ... ..... ...

Net cash provided {(used) by financing activities. .

Net increase (decrease) in cash and cash
equivalents. . .. ..., . ... ... ...

Cash and cash equivalents at beginning of year . .

Cash and cash equivalents at end of year . ... ..

Year Ended November 30, 2007

KB Home
Corporate

Guarantor
Subsidiaries

Non-Guarantor Consolidating

Subsidiaries

Adjustments

Total

$(929,414) $(1,192,936) $

(210,631) ¥ 1,403,567

$ (929.414)

- — (47,252) — (47,252)
(438,104) — —_ —_ (438,104)
208,348 — — — 208,348

— 1,173,859 80,127 — 1,253,982
107,926 — — — 107,926
(121,225) 41,726 8,093 — (71,406)

— 367,142 412,733 — 779,875
{199,306} 62,000 (203,324) — (340,630)
(151,042) 53,528 323,091 — 226,177

{1,522,817) 505,315 363,437 1,403,567 749,502
— — 297,397 — 297,397
(1,522,817) 505,315 660,834 1,403,567 1,046,899
739,764 —_ — — 739,764
— (35,227) (49,961) — (85,188)

{558) (201) 1,444 — 685
739,206 (35,428) (48,517) — 653,261

— —_— (12,112) — (12,112)
739,206 (35,428) (60,629) —_— 643,149
(400,000) — — — (400,000)
(258,968) — —_ — (258,968)

—_— {87,566) (26,553) — {114,119}
(77,170) — — — (77,170

(6,896) — — — (6,896)
13,192 — — — 13,192
2,170,661 (461,631) (305,463) (1,403,567) —
1,440,819 (549,197} (332,016) (1,403,567)  (843,961)

— — (306,527) — (306,527)
1,440,819 (549,197) (638,543) (1,403,567 (1,150,488)
657,208 (79,310} (38,338) — 539,560
447,221 150,829 206,132 — 804,182

$1,104429 $ 71,519 $§ 167,794 § — $ 1,343,742
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Cash flows from operating activities:
Netincome (loss) . . .........civunn. ..
Income from discontinued operations, ner of
INCOME [AXeS . . . . oo v vttt iie e
Adjustments to reconcile net income (loss) to net
cash provided {used) by operating activities:
Deferred income taxes . . ...............
Inventory impairments and land option
contract abandonments. . . .......... ..
Changes in assets and liabilicies:
Receivables. .. ....................
Inventories . . .. ...................
Accounts payable, accrued expenses and
other liabilities .. ................
Othet, net . .. ... i i e

Net cash provided (used) by operating activities —
CONUINUING OPErations . . . v v v v v v v v v e v w v v us

Net cash provided by operating activities —
discontinued operations. . . .......... ... ..

Net cash provided (used) by operating activities. . .

Cash flows from investing activities:
Sale of investment in unconsolidated joint
VENLULE . o oot et i e e
Investments in unconsolidated joinc ventures . . .
Purchases of property and equipment, net . . . . .
Other,met . . ... .. ... .. i,

Net cash provided (used} by investing activities —
continuing operations . . . .. ..............

Net cash used by investing activities —
discontinued operations . . . ... ....... .. ...

Net cash provided (used) by investing activizies . . .

Cash flows from financing accivities:
Net payments on credit agreements and
other short-term borrowings. ... .........
Proceeds from issuance of senior notes and term
loan . .. ... .. .. .
Payments of cash dividends . . .. ... ........
Repurchases of common stock .. ...........
Other,met . ............. ... ... ..
Intercompany. . ........... ... .. .. ...,

Net cash provided (used) by financing activities —
CONtINUINg Operations . . . ................

Net cash used by financing activities —
discontinued operations. . ... ... ... .. ...

Net cash provided (used} by financing activities . . .

Ner increase in cash and cash equivalents .. ... ..
Cash and cash equivalents at beginning of year . . .

Cash and cash equivalents at end of year . .. .. ...

Note 22. Subsequent Events

Year Ended November 30, 2006

KB Home  Guarantor Non-Guarantor Consolidating
Corporate  Subsidizgries Subsidieries Adjustments Total
$ 482,351 $ 427,650 § (85,950y $ (341,700) $ 482,351
— —_ (89,404) —_ '(89,404)
(189,047) —_ — —  (189,047)
- 252,642 119,995 —_ 372,637
1,464 (10,126) (14,867) — (23,529)
—  (156,135) (200,207) —  (356,342)
(63,541) 125,535 143,713 — 205,707
96,937 35,116 (112,813) -— 19,240
328,164 674,682 (239,533) (341,700) 421,613
— — 229,505 — 229,505
328,164 674,682 (10,028) (341,700) 651,118
57,767 — — _— 57,767
22,587 (98,505) (103,266) — (179,184}
(3,146) (8,674) (5.818) — (17,638}
— — 772 — 772
77,208  (107,179) (108,312) —  (138,283)
— — (4,477) — (4,477)
77,208  (107,179) (112,789) —  {142,760)
(84,100) _— — —_ (84,100
698,458 —_ — _— 698,458
(78,258} - - — (78,258}
(394,080) —_ — —  (394,080)
89,571 {33,494) (12,230) — 43,841
(244,421) (519,129 421,850 341,700 —
(12,830) (552,623) 409,614 341,700 185,861
— — {(215,010) — {215,010
{12,830) (552,623) 194,604 341,700 (29,149
392,542 14,880 71,787 — 479,209
54,679 135,949 134,345 — 324,973
$447,221 $150,829 § 206,132 § — $804,182

On December 15, 2008, the Company redeemed the $200 Million Senior Subordinated Notes upon their scheduled

maturity.

On January 22, 2009, the Company adopted an amendment to the 1989 Righes Plan and a successor rights plan

designed to preserve the value of certain of the Company’s net deferred tax assets. The amendment and the successor rights
plan are discussed in Note 14. Scockholders” Equity in this Form 10-K.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
The Board of Directors and Sceckholders of KB Home:

We have audited the accompanying consolidated balance sheets of KB Home as of November 30, 2008 and 2007,
and the relared consolidared statements of operations, stockholders' equity, and cash flows for each of the three years in the
period ended November 30, 2008. These financial statements are the responsibility of the Company'’s management, Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
{United States). Those standards require that we plan and perform the audit to obrain reasonable assurance about whether
the financial starements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statenents. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial sraremenc
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all marerial respects, the consolidated
financial position of KB Home at November 30, 2008 and 2007, and the consolidated results of its operations and its cash
flows for each of the three years in the period ended November 30, 2008, in conformity with U.S. generally accepted
accounting principles.

As discussed in Note 16 to the consolidated financial statements, in 2007, the Company changed its method of
accounting for defined postretirement benefit plans.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), KB Home's internal control over financial reporting as of November 30, 2008, based on criteria
established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission and our report dated January 26, 2009 expressed an unqualified opinion thereon.

éwot Y LLP

Los Angeles, California
January 26, 2009
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Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

Item 9A. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

We have established disclosure controls and procedures to ensure that information we are required to disclose in the
reports we file or submit under the Securicies and Exchange Act of 1934 is recorded, processed, summarized and reported
within the time periods specified in the SEC’s rules and forms, and accumulated and communicated to management,
including the President and Chief Executive Officer (the “Principal Executive Officer”} and Senior Vice President and
Chief Accounting Officer (the “Principal Financial Officer”), as appropriate, to allow timely decisions regarding required
disclosure. Under the supervision and with the participation of senior management, including our Principal Executive
Officer and Principal Financial Officer, we evaluated our disclosure controls and procedures, as such term is defined under
Rule 13a-15(e) promulgated under the Securities Exchange Act of 1934. Based on this evaluation, our Principal
Executive Officer and Principal Financial Officer concluded that our disclosure controls and procedures were effective as
of November 30, 2008.

Internal Control Over Financial Reporting
(@) Management's Annual Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial reporting,
as such term is defined in Rule 13a-~15(f) under the Securities and Exchange Act of 1934. Under the supervision and with
the participation of senior management, including our Principal Executive Officer and Principal Financial Officer, we
evaluated the effectiveness of our internal control over financial reporting based on the framework in Internal Control-
Integrated Framework issued by the Commictee of Sponsoring Organizations of the Treadway Commission. Based on the
evaluation under that framework and applicable SEC rules, our management concluded that our internal control over
financial reporting was effective as of November 30, 2008.

Ernst & Young LLP, the Independent registered public accounting firm that audited the Company’s consolidared
financial statements included in this annual report, has issued its report on the effectiveness of the Company’s internal
control over financial reporting as of November 30, 2008.

(k) Report of Independent Registered Public Accounting Firm
The Board of Directors and Stockholders of KB Home:

We have audited KB Home's internal control over financial reporting as of November 30, 2008, based on criteria
established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (the COSO criteria}, KB Home’s management is responsible for maintaining effective internal
control over financial reporting, and for its assessment of the effectiveness of internal control over financial reporting
included in the accompanying Management's Annual Report on Internal Control Over Financial Reporting. Our
tesponsibility is to express an opinion on the company’s internal control over financial reporting based on our audir.

We conducted our audit in accordance with che standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
effective internal contro! over financial reporting was maintained in all material respects. Our audit included obraining
an understanding of internal control over financial reporting, assessing the risk that a material weakness exists, testing
and evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for
our opinion. :

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
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generally accepted accounting principles. A company's internal control over financial reporting includes those policies
and procedures that (1) pertain to the maintenance of records thart, in reasonable derail, accurately and fairly reflecc che
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded
as necessaty to permit preparation of financial statements in accordance with generally accepted accounting principles,
and thar receipts and expenditures of the company are being made only in accordance with authorizations of management
and directors of the company, and (3} provide reasonable assurance regarding prevention or timely derecrion of
unauthorized acquisition, use, or disposition of the company’s assets that could have a materizl effect on the financial
statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to che risk that controls
may become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures
may deteriotate,

In our opinion, KB Home mainrained, in all marerial respects, effective internal control over financial reporting as
of November 30, 2008, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(Unicted Srates), che consolidated balance sheets of KB Home as of November 30, 2008 and 2007, and the related
consolidated statements of operations, stockholders’ equity, and cash flows for each of the chree years in the period ended
November 30, 2008 and our report daced January 26, 2009 expressed an unqualified opinion thereon.

Baret ¢ LLP

Los Angeles, California
January 26, 2009

(c) Cbhanges in Internal Control Qver Financial Reporting

There have been no changes in our internal control over financial reporting during the quarter ended November 30,
2008 that have materially affected, or are reasonably likely to macerially affect, our internal control over financial

reporting.
Item 9B. OTHER INFORMATION

Nene,
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PART IiI

Item 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required by this item for executive officers is set forth under the heading “Executive Officers of the
Registrant™ in Parc I, Except as set forth below, the other information called for by chis item is incorporated by reference
to the “Corporate Governance and Board Matters” and the “Proposal 1: Election of Directors” sections of our Proxy
Statement for the 2009 Annual Meeting of Stockholders, which will be filed with the SEC not later than March 30, 2009
(120 days after the end of our fiscal year) (the “2009 Proxy Statement”).

Echics Policy

We have adopted an Ethics Policy for our directors, officers (including our principal executive officer, principal
financial officer and principal accounting officer) and employees. The Ethics Policy is available on our website at heep://
www.kbhome.com/investor. Stockholders may request a free copy of the Echics Policy from:

KB Home

Arcrention: Investor Relations
10990 Wilshire Boulevard
Los Angeles, California 90024
(310) 231-4000

investorrelations@kbhome.com

Wichin the cime period required by the SEC and the New York Stock Exchange, we will post on our website at
hetp:/fwww.kbhome.com/investor any amendment to our Ethics Policy and any waiver applicable to our principal
executive officer, principal financial officer or principal accounting officer, or persons performing similar functions, and
our other executive officers or directors.

Corporate Governance Principles

We have adopted Corporate Governance Principles, which are available on our website at htep://www.kbhome.com/
investor. Stockholders may request a free copy of the Corporate Governance Principles from the address, phone number
and email address ser forth under “Echics Policy.”

New York Stock Exchange Annual Certification

On April 14, 2008, we submitted to the New York Stock Exchange a certification of our President and Chief
Executive Officer that he was not aware of any violation by KB Home of the New York Stock Exchange's corporate
governance listing standards as of the date of the certification.

Item 1I. EXECUTIVE COMPENSATION
The information required by this item is incorporated by reference to the “Corporate Governance and Board
Marters” and the “Executive Compensation” sections of the 2009 Proxy Statement.
Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

The information required by this item is incorporated by reference to the "Ownership of KB Home Securities”
section of the 2009 Proxy Sratement, except for the informacion required by Irem 201(d) of Regulation §-K, which is
provided below.
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The following table provides information as of November 30, 2008 wich respect to shares of our common srock that

may be issued under our existing compensation plans:

Equity Compensation Plan Information

Number of

common shares to
be issued upon

exercise of

outstanding options,

warrants and

Weighted-average
exercise price of
outstanding options,

Number of common
shares remaining
available for future
issuance under equity
compensation plans
{excluding common
shares reflected in

rights warrants and rights column(a})
Plan category (a) (b} ©
Equity compensation plans approved
by stockholders . .. ......... ... .. ... .... 7,847,402 $30.11 593,897
Equity compensation plans not approved
by stockbholders . .. ... .. . oo L L — — — (d}
Total. ... ... 7,847,402 $30.11 593,897

(d) Represents the Non-Employee Directors Stock Plan. The Non-Employee Directors Stock Plan provides for an
unlimited number of grants of deferred common stock units or stock options to our non-employee directors. The
terms of the stock units and oprions granted under the Non-Employee Direcrors Stock Plan are described in the
“Director Compensation” section of our 2009 Proxy Statement, which is incorporated herein. Although we may
purchase shares of our common stock on the open markert to satisfy the payment of stock awards under the Non-
Employee Directors Stock Plan, to date, all scock awards under the Non-Employee Directors Stock Plan have been
settled in cash. In addition, because of the irrevocable election of each of our non-employee directors to receive
payouts in cash of all outstanding stock-based awards granted to chem under the Non-Employee Directors Stock
Plan, we do not intend to issue any shares of common stock under the plan. Therefore, we consider the Non-Employee
Directors Stock Plan as having no available capacity to issue shares of our common stock.

Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR

INDEPENDENCE

The information required by this item is incorporated by reference to the "Corporate Governance and Board

Matters” and the "Orher Matters” sections of our 2009 Proxy Statement.

Item 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The informarion required by this item is incorporated by reference to the “Independent Auditor Fees and Services”

section of our 2009 Proxy Statement.
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PART IV

Item 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

Financial Statements

Reference is made to the index set forth on page 55 of this Annual Report on Form 10-K.

Exhibits

Exhibit
Number

2.1

3.1

3.2

3.3

4.1

4.2

4.3

44

4.5

4.6

4.7

4.8

4.9

4.10

DescriErion

Share Purchase Agreement, dated May 22, 2007, by and between KB Home, Kaufman and Broad
Development Group, International Mortgage Acceptance Corporation, Kaufman and Broad
International, Inc. and Financiére Gaillon 8 S$.A.8., filed as an exhibit to the Company’s Current
Report on Form 8-K dated May 22, 2007, is incorporated by reference herein.

Restated Certificate of Incorporation, filed as an exhibit to the Company's Quarterly Reporc on
Form 10-Q for the quarter ended February 28, 2007, is incorporated by reference herein.

Certificate of Designation of Series A Participating Cumulative Preferred Stock, dated as of January 22,
2009, filed as an exhibit to the Company’s Current Report on Form 8-K/A dated January 28, 2009, is
incorporated by reference herein.

By-Laws, as amended and restated on April 5, 2007, filed as an exhibit to the Company’s Quarterly
Report on Form 10-Q for the quarter ended February 28, 2007, is incorporated by reference herein.
Righrs Agreement between the Company and Mellon Investor Services LLC, as rights agent, dated
January 22, 2009, filed as an exhibit to the Company’s Current Report on Form 8-K/A dated January 28,
2009, is incorporated by reference herein.

Rights Agreement becween the Company and ChaseMellon Shareholder Services, L.L.C., as rights agent,
dated February 4, 1999, filed as an exhibit to the Company’s Current Report on Form 8-K dated
February 4, 1999, is incorporated by reference herein.

First Amendment, dated as of April 29, 2003, to the Rights Agreement, dated as of February 4, 1999,
between the Company and Mellon Investor Services LLC, as rights agent, filed as an exhibit to the
Company's Quarterly Report on Form 10-Q for the quarter ended May 31, 2005, is incorporated by
reference herein.

Second Amendment, dated as of January 22, 2009, to the Rights Agreement, dated as of February 4,
1999 and amended as of April 29, 2005, between the Company and Mellon Investor Services LLC, as
rights agent, filed as an exhibit to the Company’s Current Report on Form 8-K/A dated January 28,
2009, is incorporated by reference herein.

Indenture and Supplemental Indenture relating to 5%% Senior Notes due 2014 among the Company,
the Guarantors and Sun Trust Bank, Aclanca, each dated January 28, 2004, filed as exhibits to the
Company's Registration Stacement No. 333-114761 on Form §-4, are incorporated by reference herein.
Second Supplemental Indenture relating to 6%% Senior Notes due 2011 among the Company, the
Guarantors and Sun Trust Bank, Atlanta, dated June 30, 2004, filed as an exhibit to the Company’s
registration statement No. 333-119228 on Form $-4, is incorporated by reference herein.

Third Supplemental Indenture relating to the Company's Senior Notes by and between the Company,
the Guarantors named therein, the Subsidiary Guarantor named therein and SunTrust Bank, dated as of
May 1, 2006, filed as an exhibit to the Company’s Current Report on Form 8-K dated May 3, 2006, is
incorporated by reference herein.

Fourth Supplemental Indenture relating to the Company’s Senior Notes by and berween the Company,
the Guarantors named therein and U.S. Bank Narional Association, dated as of November 9, 2006, filed
as an exhibit to the Company's Current Report on Form 8-K dated November 13, 2006, is incorporated
by reference herein.

Fifth Supplemental Indenture, dated August 17, 2007, relating to the Company’s Senior Notes by and
between the Company, the Guarantors, and the Trustee, filed as an exhibit to the Company’s Current
Report on Form 8-K dated August 22, 2007, is incorporated by reference herein.

Specimen of 5%% Senior Notes due 2014, filed as an exhibit to the Company’s Registration Statement
No. 333-114761 on Form S$-4, is incorporated by reference herein,
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Exhibit

Number

4.11

4.12

4.13

4.14

4.15

4.16

4.17

4.18

10.1
10.2%
10.3%F
10.4*+
10.5%
10.6*
10.7
10.8%t

10.9*

10.10*

10.11%+
10.12

10.13

10.14%+
10.15%

Description

Specimen of 5%% Senior Notes due 2015, filed as an exhibit to the Company's Current Report on
Form 8-K dated December 13, 2004, is incorporated by reference herein.

Form of officers’ certificates and guarantors’ certificates establishing the terms of the 5%4% Senior Notes
due 2013, filed as an exhibit to the Company’s Current Report on Form 8-K dated December 15, 2004,
is incorporated by reference herein.

Specimen of 6449 Senior Notes due 2015, filed as an exhibit to the Company’s Currenc Report on
Form 8-K dated June 2, 2003, is incorporated by reference herein.

Form of officers’ certificates and guarantors’ certificates establishing the rerms of the 644% Senior Nores
due 2015, filed as an exhibit to the Company’s Current Report on Form 8-K dated June 2, 2003, is
incorporated by reference herein.

Specimen of 6%4% Senior Notes due 2013, filed as an exhibit to the Company’s Current Report on
Form 8-K dated June 27, 2005, is incorporated by reference herein.

Form of officers’ certificates and guarantors’ certificates establishing che terms of the 6%9% Senior Notes
due 2013, filed as an exhibit to che Company's Current Report on Form 8-K dated June 27, 2003, is
incorporated by reference herein.

Specimen of 7Y% Senior Notes due 2018, filed as an exhibic to the Company's Current Report on
Form 8-K dated April 3, 2006, is incorporated by reference herein.

Form of officers’ certificates and guarantors’ certificates establishing the terms of the 7% Senior Notes
due 2018, filed as an exhibit to the Company’s Current Report on Form 8-K dated April 3, 2006, is
incorporated by reference herein.

Consent Order, Federal Trade Commission Docket No. C-2954, dated February 12, 1979, filed as an exhibit
to the Company's Registration Statement No. 33-6471 on Form §-1, is incorporated by reference herein,
Kaufman and Broad, Inc. Executive Deferred Compensation Plan, effective as of July 11, 1985, filed as
an exhibit to the Company’s 2007 Annual Report on Form 10-K, is incorporated by reference herein.
Amendment to Kaufman and Broad, Inc. Executive Deferred Compensation Plan for amounts earned or
vested on or after January 1, 2003, effective January 1, 2009.

KB Home 1986 Stock Option Plan, as amended and restated on October 2, 2008.

KB Home 1988 Employee Stock Plan, as amended and restated on October 2, 2008.

Kaufman and Broad Home Corporation Directors’ Deferred Compensation Plan established effective as
of July 27, 1989, filed as an exhibit to the Company’s 2007 Annual Report on Form 10-K, is
incorporated by reference herein.

Consent decree, dated July 2, 1991, relating to Federal Trade Commission Consent Order, filed as an
exhibit to the Company’s 2007 Annual Report on Form 10-K, is incorporated by reference herein.
KB Home Performance-Based Incentive Plan for Senior Management, as amended and restated on
October 2, 2008.

Form of Stock Option Agreement under KB Home Performance-Based Incentive Plan for Senior
Management, filed as an exhibit to the Company's 1995 Annual Report on Form 10-K, is incorporated
by reference herein,

KB Home Unit Performance Program, filed as an exhibit to the Company’s 1996 Annual Report on
Form 10-K, is incorporated by reference hetein.

KB Home 1998 Stock Incentive Plan, as amended and restated on October 2, 2008.

KB Home Direcrors’ Legacy Program, as amended January 1, 1999, filed as an exhibit co che Company's
1998 Annual Report on Form 10-K, is incorporated by reference herein.

Trust Agreement between Kaufman and Broad Home Corporation and Wachovia Bank, N.A. as Trustee,
dated as of August 27, 1999, filed as an exhibit to the Company’s 1999 Annual Reporc on Form 10-K, is
incorporated by reference herein.

Amended and Restated KB Home 1999 Incencive Plan, as amended and restated on October 2, 2008.
Form of Non-Qualified Stock Option Agreement under the Company’s Amended and Restated 1999
Incentive Plan, filed as an exhibit to the Company’s Quarterly Report on Form 10-Q for che quarter
ended May 31, 2006, is incorporated by reference herein.
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Exhibit
Number

10.16*

10.17*

10.18%*
10.19%

10.20%

10.21*

10.22%4

10.23%

10.24%*

10.25%

10.26%%

10.27%%
10.28*

10.29%+
10.30%%
10311
10.32

10.33

10.34

10.35

10.36

Description

Form of Incentive Stock Option Agreement under the Company's Amended and Restated 1999
Incentive Plan, filed as an exhibit to the Company's Quarterly Report on Form 10-Q for the
quarter ended May 31, 2000, is incorporated by reference herein.

Form of Restricted Stock Agreement under the Company’s Amended and Restated 1999 Incentive Plan,
filed as an exhibit to the Company'’s Quarterly Reporr on Form 10-Q for the quarter ended May 31,
2006, is incorporated by reference herein.

Form of Amended and Restated 1999 Incentive Plan Stock Appreciation Right Agreement, filed as an exhibic
to the Company's Currenc Report on Form 8-K dated July 18, 2007, is incorporated by reference herein.
Form of Amended and Restated 1999 Incentive Plan Phantom Share Agreement, filed as an exhibit to
the Company’s Current Report on Form 8-K dated July 18, 2007, is incorporated by reference herein.
Amended and Resrated Employment Agreement of Bruce Kararz, dated July 11, 2001, filed as an
exhibit to the Company's Quarterly Report on Form 10-Q for the quarter ended Auguse 31, 2001, is
incorporated by reference herein.

Tolling Agreement, dated as of November 12, 2006, by and berween the Company and Bruce Kararz,
filed as an exhibit to the Company’s Current Report on Form 8-K dated November 13, 2006, is
incorporated by reference herein.

KB Home 2001 Stock Incentive Plan, as amended and restated on October 2, 2008.

Form of Stock Option Agreement under the Company’s 2001 Stock Incentive Plan, filed as an exhibic to
the Company’s 2006 Annual Report on Form 10-K, is incorporated by reference herein.

Form of Stock Restriction Agreement under the Company'’s 2001 Stock Incentive Plan, filed as an
exhibit to the Company’s 2006 Annual Report on Form 10-K, is incorporated by reference herein.
KB Home Nonqualified Deferred Compensation Plan with respect to deferrals prior to January 1, 2005,
effective March 1, 2001, filed as an exhibit to the Company’s 2001 Annual Report on Form 10-K, is
incorporated by reference herein.

KB Home Nonqualified Deferred Compensation Plan with respect to deferrals on and after January 1,
2005, effective January 1, 2009.

KB Home Change in Control Severance Plan, as amended and testated effective January 1, 2009,

KB Home Death Benefit Only Plan, filed as an exhibit to the Company’s 2001 Annual Report on
Form 10-K, is incorporated by reference herein.

Amendment No. 1 to the KB Home Deach Benefit Only Plan, effective as of January 1, 2009,
KB Home Retirement Plan, as amended and restated effective January 1, 2009,
KB Home Non-Employee Directors Stock Plan, as amended and restated effective January 1, 2009.

Revolving Loan Agreement, dated as of November 22, 2005, filed as an exhibic to the Company’s
Current Report on Form 8-K dated November 23, 2005, is incorporated by reference herein.

First Amendment, dated as of October 10, 2006, to the Revolving Loan Agreement dated as of
November 22, 2005 among the Company, the lenders party thereto and Bank of America, N.A., filed as
an exhibit to the Company’s Current Report on Form 8-K dated October 19, 2006, is incorporated by
reference herein.

Second Amendment to the Revolving Loan Agreement daced as of November 22, 2005 among KB Home,
the lenders party therero, and Bank of America, N.A., as administrative agent, filed as an exhibit to the
Company’s Current Report on Form 8-K dated December 12, 2006, is incorporated by reference herein.
Third Amendment Agreement, dated August 17, 2007, to Revolving Loan Agreement, dated as of
November 22, 2003, berween cthe Company, as Borrower, the banks party thereto, and Bank of America,
N.A.,as Administrative Agent, filed as an exhibit to the Company’s Current Report on Form 8-K dated
August 22, 2007, is incorporated by reference herein.

Fourth Amendment Agreement, dared January 25, 2008, to Revolving Loan Agreement, dated as of
November 22, 2003, between the Company, as Borrower, the banks party thereto, and Bank of America,
N.A., as Administeative Agent, filed as an exhibit to the Company’s Current Report on Form 8-K dated
January 28, 2008, is incorporated by reference herein.
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Exhibit
Number

10.37

10.38%
10.39%+
10.40%
10.41%

10.42%

10.43%
10.44%

10.45*

10.46*

10.47%

10.48%

10.49%
10.50*

12.1%
211
23%
31.1%
31.24
321t

32.2%

Description

Fifth Amendment, dated August 28, 2008, to Revolving Loan Agreement, dated as of November 22,
2003, among the Company, as Borrower, the banks party thereto, and Bank of America, N.A., as
Administrative Agent, filed as an exhibit to the Company’s Current Report on Form 8-K dated
August 29, 2008, is incorporated by reference herein.

Employment Agreement of Jeffrey T. Mezger, dated February 28, 2007, filed as an exhibit to the
Company's Current Report on Form 8-K dated March 6, 2007, is incorporated by reference herein.
Amendment to the Employment Agreement of Jefirey T. Mezger, dated December 24, 2008.
Amended and Restated 1999 Incentive Plan Performance Stock Agreement between the Company and
Jeffrey T. Mezger, filed as an exhibit to the Company’s Current Report on Form 8-K dated July 18, 2007,
is incorporated by reference herein.

Form of Stock Oprion Agreement under the Employment Agreement between the Company and
Jeffrey T. Mezger daced as of February 28, 2007, filed as an exhibit to the Company’s Current Report on
Form 8-K dared July 18, 2007, is incorporated by reference herein.

Form of Stock Option Agreement under the Amended and Restated 1999 Incentive Plan for stock option
grant to Jeffrey T. Mezger, filed as an exhibir to the Company’s Quarterly Report on Form 10-Q for the
quarter ended Augusc 31, 2007, is incorporated by reference herein.

Form of Phantomn Share Agreement for Non-Senior Management, filed as an exhibit to the Company’s
Current Report on Form 8-K dared July 18, 2007, is incorporated by reference herein.

Form of Over Cap Phantom Share Agreement, filed as an exhibit to the Company’s Current Report on
Form 8-K dated July 18, 2007, is incorporated by reference herein.

Description of fiscal year 2007 bonus arrangements wich the Company’s Named Executive Officers and
description of fiscal year 2008 annual incentive compensation arrangements with executive officers, each
determined on January 22, 2008, filed on the Company’s Current Report on Form B-K dated January 25,
2008, is incorporated by reference herein.

Policy Regarding Stockholder Approval of Cercain Severance Payments, adopted July 10, 2008, filed as
an exhibit to the Company’s Current Report on Form 8-K dated July 15, 2008, is incorporated by
reference herein.

KB Home Execurive Severance Plan, filed as an exhibit to the Company’s Quatterly Report on
Form 10-Q for the quarter ended August 31, 2008, is incorporated by reference herein.

Description of Fiscal Year 2009 Long-Term Incentive Awards to the Company's Narned Executive
Officers granted on October 2, 2008, filed on the Company’s Current Report on Form 8-K dated
October 8, 2008, is incorporated by reference herein.

Form of Fiscal Year 2009 Stock Appreciation Rights Agreement, filed as an exhibit to the Company's
Current Report on Form 8-K dated October B, 2008, is incorporated by reference herein.

Form of Fiscal Year 2009 Phantom Shares Agreement, filed as an exhibit to the Company’s Current
Report on Form 8-K dared October 8, 2008, is incorporated by reference herein.

Computation of Ratio of Earnings to Fixed Charges.

Subsidiaries of the Registrant.

Consent of Independent Registered Public Accounting Firm.

Cerrification of Jeffrey T. Mezger, President and Chief Executive Officer of KB Home Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of William R. Hollinger, Senior Vice President and Chief Accounting Officer of KB Home
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002,

Certification of Jeffrey T. Mezger, President and Chief Executive Officer of KB Home Pursuant to 18
U.8.C. Section 1350, as Adopted Pursuant ro Section 906 of the Sarbanes-Oxley Act of 2002,
Certification of William R. Hollinger, Senior Vice President and Chief Accounting Officer of KB Home
Pursuant ro 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

* Management contract or compensatory plan or arrangement in which execurtive officers are eligible to parricipate.
+ Document filed with this Form 10-K.
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Financial Statement Schedules

Financial statement schedules have been omitted because they are not applicable or the required information is
shown in the consolidated financial statements and notes thereto.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunco duly auchorized.

Date: January 22, 2009

KB Home

By: fs/ WILLIAM R. HOLLINGER

William R. Hollinger
Senior Vice President and Chief Accounting Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
foliowing persons on behalf of the registrant and in the capacities and on the dates indicated:

Signature

/st JEFFREY T. MEZGER

Jeftrey T. Mezger

/s WILLIAM R. HOLLINGER

William R. Hollinger

/s/  STEPHEN E BOLLENBACH

Stephen F. Bollenbach

fs/ RONALD W. BURKLE

Ronald W. Burkle

/sf TIMOTHY W. FINCHEM

Timothy V. Finchem

fs/  KENNETH M. JASTROW, II

Kenneth M. Jastrow, I1

/s/  ROBERT L. JOHNSON

Roberr L. Johnson

fs/  MELISSA LORA

Melissa Lora

fsf  MICHAEL G. MCCAFFERY

Michael G. McCaffery

fsf LESLIE MOONVES

Lestie Moonves

/s/ LUIS G. NOGALES

Luis G. Nogales

‘Title

Director, President and
Chief Execucive Officer
(Principal Executive Officer}

Senior Vice President and

Chief Accounting Officer

(Principal Financial and Accounting
Officer)

Chairman of the Board and Director

Director

Director

Director

Director

Director

Director

Director

Director
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Date

- January 22, 2009

January 22, 2009

January 22, 2009

January 22, 2009

January 22, 2009

January 22, 2009

January 22, 2009

January 22, 2009

January 22, 2009

January 22, 2009

January 22, 2009




Exhibit
Number

LIST OF EXHIBITS FILED

Description

2.1

3.1

3.2

3.3

4.1

4.2

4.3

4.4

4.5

4.6

4.7

4.8

4.9

Share Purchase Agreement, dated May 22, 2007, by and between KB Home,
Kaufman and Broad Development Group, International Mortgage Acceptance
Corporation, Kaufman and Broad Internarional, Inc. and Financitre Gaillon 8
S.A.S,, filed as an exhibit to the Company's Current Report on Form B-K dated
May 22, 2007, is incorporated by reference herein.

Restated Certificate of Incorporation, filed as an exhibit to the Company’s Quarterly
Report on Form 10-Q for the quarter ended February 28, 2007, is incorporated by
reference herein.

Certificate of Designarion of Series A Participating Cumulative Preferred Stock,
dated as of January 22, 2009, filed as an exhibic to the Company's Current Report on
Form B-K/A dated January 28, 2009, is incorporated by reference herein.

By-Laws, as amended and restated on April 5, 2007, filed as an exhibit to the
Company's Quarterly Report on Form 10-Q for the quarter ended February 28, 2007,
is incorporated by reference herein.

Rights Agreement between the Company and Mellon Investor Services LLC, as rights
agent, dated January 22, 2009, filed as an exhibit to che Company’s Current Report
on Form 8-K/A dated January 28, 2009, is incorporated by reference herein.

Rights Agreement between the Company and ChaseMellon Shareholder Services,
L.L.C., as rights agent, dated February 4, 1999, filed as an exhibit to the Company’s
Current Report on Form 8-K dated February 4, 1999, is incorporated by reference
herein.

First Amendment, dated as of April 29, 2003, to the Rights Agreement, dated as of
February 4, 1999, between the Company and Mellon Investor Services LLC, as rights
agent, filed as an exhibit to the Company's Quarterly Report on Form 10-Q for the
quarter ended May 31, 2003, is incorporated by reference herein,

Second Amendment, dated as of January 22, 2009, to the Rights Agreement, dated as
of February 4, 1999 and amended as of April 29, 2005, between the Company and
Mellon Investor Services LLC, as rights agent, filed as an exhibit to the Company’s
Current Report on Form 8-K/A dated January 28, 2009, is incorporated by reference
herein.

Indenture and Supplemental Indenture relating to 5%% Senior Notes due 2014
among the Company, the Guarantors and Sun Trust Bank, Atlanta, each dared
January 28, 2004, filed as exhibits to the Company’s Registration Statement
No. 333-114761 on Form 8-4, are incorporated by reference herein.

Second Supplemental Indenture relating to 6%% Senior Notes due 2011 among the
Company, the Guarantors and Sun Trust Bank, Atlanta, dated June 30, 2004, filed as
an exhibit to the Company’s registration statement No. 333-119228 on Form $-4, is
incorporated by reference herein.

Third Supplemental Indenture relating to the Company's Senior Notes by and
between the Company, the Guarantors named cherein, the Subsidiary Guarantor
named therein and SunTrust Bank, dated as of May 1, 2006, filed as an exhibit to the
Company's Current Report on Form 8-K dated May 3, 2006, is incorporated by
reference herein. -

Fourth Supplemental Indenture relating to the Company’s Senior Notes by and
berween the Company, the Guarantors named therein and U.S. Bank National
Association, dated as of November 9, 2006, filed as an exhibit to the Company’s
Current Report on Form 8-K dated November 13, 2006, is incorporated by reference
herein.

Fifth Supplemental Indenture, dated August 17, 2007, relating to the Company’s
Senior Notes by and between the Company, the Guarantors, and the Trustee, filed as
an exhibit to the Company's Current Report on Form 8-K dated August 22, 2007, is
incorporated by reference herein.
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Number

Description

Sequential

Page
Number

4.10

4.12

4.13

4.14

4.15

4,16

4.17

4.18

10.1

10.2*

10.3%4

10.4%%
10.5%4
10.6*

10.7

10.8++

10.9%

10.10*

10.11%4

Specimen of 5%% Senior Notes due 2014, filed as an exhibit to the Company’s
Registration Statement No. 333-114761 on Form $-4, is incorporated by reference
herein,

Specimen of 5%4% Senior Notes due 2015, filed as an exhibit to the Company's
Current Report on Form 8-K dated December 15, 2004, is incorporated by reference
herein.

Form of officers’ certificates and guarantors’ certificaces establishing the terms of the
5749% Senior Notes due 2015, filed as an exhibit to the Company's Current Report on
Form 8-K dated December 15, 2004, is incorporated by reference herein.

Specimen of 6%% Senior Notes due 2015, filed as an exhibit to the Company’s
Current Report on Form 8-K dated June 2, 2003, is incorporated by reference herein,

Form of officers’ certificates and guarantors’ certificates establishing the terms of the
6%% Senior Notes due 2015, filed as an exhibit to the Company’s Current Report on
Form 8-K dated June 2, 20035, is incorporated by reference herein.

Specimen of 6%% Senior Notes due 2013, filed as an exhibit to the Company’s
Current Report on Form 8-K dated June 27, 2005, is incorporated by reference
herein.

Form of officers’ certificates and guarantors’ certificates establishing the terms of the
6% Senior Notes due 2015, filed as an exhibit to the Company’s Current Report on
Form 8-K dated June 27, 20035, is incorporated by reference herein.

Specimen of 7%% Seniot Notes due 2018, filed as an exhibit to the Company's
Current Report on Form 8-K dated April 3, 2006, is incorperated by reference herein.
Form of officers’ certificates and guarantors’ certificates establishing the terms of the
7%4% Senior Notes due 2018, filed as an exhibirt to the Company's Current Report on
Form 8-K dated April 3, 2006, is incorporated by reference herein.

Consent Order, Federal Trade Commission Docket No. C-2954, dated February 12,
1979, filed as an exhibir to the Company’s Registration Statement No. 33-6471 on
Form 8-1, is incorporated by reference herein.

Kaufman and Broad, Inc. Executive Deferred Compensation Plan, effective as of
July 11, 1985, filed as an exhibit to the Company’s 2007 Annual Report on
Form 10-K, is incorporated by reference herein.

Amendment to Kaufman and Broad, Inc. Execurive Deferred Compensation Plan for
amounts earned or vested on or after January 1, 2005, effective January 1, 2009.

KB Home 1986 Stock Option Plan, as amended and restated on October 2, 2008.
KB Home 1988 Employee Stock Plan, as amended and resrated on October 2, 2008,

Kaufman and Broad Home Corporation Directors’ Deferred Compensation Plan
established effective as of July 27, 1989, filed as an exhibit to the Company’s 2007
Annual Report on Form 10-K, is incotporated by reference herein.

Consent decree, dated July 2, 1991, relating to Federal Trade Commission Consenc
Order, filed as an exhibit to the Company’s 2007 Annual Report on Form 10-K, is
incorporated by reference herein.

KB Home Performance-Based Incentive Plan for Senior Management, as amended
and resrated on QOctober 2, 2008.

Form of Stock Option Agreement under KB Home Performance-Based Incentive
Plan for Senior Management, filed as an exhibic to the Company’s 1995 Annual
Reporr on Form 10-K, is incorporated by reference herein.

KB Home Unit Performance Program, filed as an exhibit to che Company’s 1996
Annual Reporr on Form 10-K, is incorporated by reference herein.

KB Home 1998 Stock Incentive Plan, as amended and restated on Cctober 2, 2008.
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10.12

10.13

10.14%4

10.15*

10.16*

10.17*

10.18*

10.19%

10.20*

10.21%

10.22%%
10.23*

10.24#%

10.25%*

10.26%%
10.27%%
10.28*

10.29%4

10.30%
10.31%

KB Home Directors’ Legacy Program, as amended January 1, 1999, filed as an exhibit
to the Company’s 1998 Annual Report on Form 10-K, is incorporated by reference
herein,

Trust Agreement between Kaufman and Broad Home Corporation and Wachovia
Bank, N.A. as Trustee, dated as of August 27, 1999, filed as an exhibit to the
Company's 1999 Annual Report on Form 10-K, is incorporared by reference herein,

Amended and Restated KB Home 1999 Incentive Plan, as amended and restated on
October 2, 2008.

Form of Non-Qualified Stock Option Agreement under the Company’s Amended
and Restated 1999 Incentive Plan, filed as an exhibit co the Company’s Quarterly
Report on Form 10-Q for the quarter ended May 31, 2006, is incorporated by
reference herein.

Form of Incentive Stock Option Agreement under the Company’s Amended and
Restated 1999 Incentive Plan, filed as an exhibit to the Company's Quarterly Report
on Form 10-Q for the quarcer ended May 31, 2006, is incorporated by reference
herein,

Form of Rescricted Stock Agreement under the Company’s Amended and Resrared
1999 Incentive Plan, filed as an exhibit to the Company's Quarterly Report on
Form 10-Q) for the quarter ended May 31, 2006, is incorporated by reference herein.

Form of Amended and Restated 1999 Incentive Plan Stock Appreciation Right
Agreement, filed as an exhibit to the Company's Current Report on Form 8-K dated
July 18, 2007, is incarporated by reference herein.

Form of Amended and Restated 1999 Incentive Plan Phantom Share Agreement,
filed as an exhibit to the Company’s Current Report on Form 8-K dated July 18,
2007, is incorporated by reference herein.

Amended and Restated Employment Agreement of Bruce Karatz, dared July 11,
2001, filed as an exhibit to the Company’s Quarterly Report on Form 10-Q for the
quarter ended Auguse 31, 2001, is incorporated by reference herein.

Tolling Agreement, dated as of November 12, 2006, by and berween the Company

and Bruce Karatz, filed as an exhibit to the Company’s Current Report on Form 8-K
darted November 13, 2006, is incorporated by reference herein.

KB Home 2001 Stock Incentive Plan, as amended and restated on October 2, 2008.

Form of Stock Option Agreement under the Company’s 2001 Stock Incentive Plan,
filed as an exhibit to the Company’s 2006 Annual Report on Form 10-K, is
incorporated by reference herein.

Form of Stock Restriction Agreement under the Company’s 2001 Stock Incentive
Ptan, filed as an exhibit to the Company’s 2006 Annual Report on Form 10-K, is
incarporated by reference herein.

KB Home Nonqualified Deferred Compensation Plan with respect to deferrals prior
o January 1, 2003, effective March 1, 2001, filed as an exhibit to the Company’s
2001 Annual Report on Form 10-K, is incorporated by reference herein.

KB Home Nonqualified Deferced Compensation Plan with respect to deferrals on
and after January 1, 2003, effective January 1, 2009.

KB Home Change in Control Severance Plan, as amended and restated effective
January 1, 2009.

KB Home Death Benefit Only Plan, filed as an exhibit to the Company’s 2001
Annual Report on Form 10-K, is incorporated by reference herein.

Amendment No. 1 to the KB Home Death Benefit Only Plan, effective as of January 1,
2009,

KB Home Reticement Plan, as amended and restated effective January 1, 2009.

KB Home Non-Employee Directors Stack Plan, as amended and restated effective
January 1, 2009.
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10.32

10.33

10.34

10.35

10.36

10.37

10.38*

10.39%¢

10.40%

10.41*

10.42%

10.43*

10.44*

10.45%

Revolving Loan Agreement, dated as of November 22, 2003, filed as an exhibit to the
Company’s Current Report on Form 8-K dated November 23, 2005, is incorporated
by reference herein.

First Amendment, dated as of October 10, 2006, to the Revolving Loan Agreement
dated as of November 22, 2005 among the Company, the lenders party thereto and
Bank of America, N.A., filed as an exhibic to the Company's Current Report on
Form 8-K dared October 19, 2006, is incorporated by reference herein.

Second Amendment to the Revolving Loan Agreement dated as of November 22,
2005 among KB Home, the lenders party therero, and Bank of America, N.A., as
administrative agent, filed as an exhibit to the Company’s Current Report on
Form 8-K dared December 12, 2000, is incorporated by reference berein.

Third Amendment Agreement, dated August 17, 2007, co Revolving Loan
Agreement, dated as of November 22, 2003, berween the Company, as Borrower,
the banks parcy thereto, and Bank of America, N.A., as Administrative Agent, filed
as an exhibit to the Company’s Current Report on Form 8-K dated August 22, 2007,
is incorporated by reference herein.

Fourth Amendment Agreement, dated January 25, 2008, to Revolving Loan
Agreement, dated as of November 22, 2003, between the Company, as Borrower,
the banks party thereto, and Bank of America, N.A., as Administrative Agent, filed
as an exhibit to the Company’s Current Report on Form 8-K dated January 28, 2008,
is incorporated by reference herein.

Fifth Amendment, dated August 28, 2008, to Revolving Loan Agreement, dated as
of November 22, 2005, among the Company, as Borrower, the banks party thereto,
and Bank of America, N.A., as Administrative Agent, filed as an exhibit to the
Company's Current Report on Form 8-K dated August 29, 2008, is incorporated by
reference herein.

Employment Agreement of Jeffrey T. Mezger, dated February 28, 2007, filed as an
exhibit to the Company’s Current Report on Form 8-K dated March 6, 2007, is
incorporated by reference herein.

Amendment to the Employment Agreement of Jeffrey T. Mezger, dated
December 24, 2008.

Amended and Restated 1999 Incentive Plan Performance Stock Agreement between
the Company and Jefirey T. Mezger, filed as an exhibit to the Company’s Current
Report on Form 8-K dated July 18, 2007, is incorporated by reference herein.

Form of Stock Option Agreement under the Employment Agreement between the
Company and Jeffrey T. Mezger dated as of February 28, 2007, filed as an exhibirt to
the Company’s Current Report on Form 8-K dated July 18, 2007, is incorporated by
reference herein.

Form of Stock Option Agreement under the Amended and Restated 1999 Incentive
Plan for stock option grant to Jeffrey T. Mezger, filed as an exhibit to the Company's
Quarterly Report on Form 10-Q for the quarter ended August 31, 2007, is
incorporated by reference herein.

Form of Phantom Share Agreement for Non-Senior Management, filed as an exhibit
to the Company’s Current Report on Form 8-K dated July 18, 2007, is incorporated
by reference herein.

Form of Over Cap Phantom Share Agreement, filed as an exhibit to the Company's
Current Report on Form 8-K dated July 18, 2007, is incorporated by reference
herein.

Description of fiscal year 2007 bonus arrangements with the Company's Named
Executive Officers and description of fiscal year 2008 annual incentive compensation
arrangements with executive officers, each determined on January 22, 2008, filed on
the Company's Current Report on Form 8-K dated January 25, 2008, is incorporated
by reference herein.
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10.46%

10.47%

10.48%

10.49%

10.50%

12.1%
21t
23%
31.1%

31.2%

32.1¢%

32.2%

* Management concract or compensatory plan or arrangement in which executive officers are eligible to parricipate.

Policy Regarding Stockholder Approval of Cerrain Severance Payments, adopted
July 10, 2008, filed as an exhibit to the Company's Current Report on Form 8-K
dated July 15, 2008, is incorporated by reference herein.

KB Home Executive Severance Plan, filed as an exhibic to the Company's Quarterly
Report on Form 10-Q for the quarter ended August 31, 2008, is incorporated by
reference herein,

Description of Fiscal Year 2009 Long-Term Incentive Awards to the Company’s
Named Executive Officers granted on October 2, 2008, filed on the Company’s
Current Report on Form 8-K dated October 8, 2008, is incorporated by reference
herein.

Form of Fiscal Year 2009 Stock Appreciation Rights Agreement, filed as an exhibit to
the Company's Current Repore on Form 8-K dated October 8, 2008, is incorporated
by reference herein.

Form of Fiscal Year 2009 Phantom Shares Agreement, filed as an exhibit ro the
Company’s Current Report on Form 8-K dated Octeber 8, 2008, is incorpotated by
reference herein.

Computation of Ratio of Earnings to Fixed Charges.
Subsidiaries of the Registrant.
Consent of Independent Registered Public Accounting Firm.

Certification of Jeffrey T. Mezger, President and Chief Executive Officer of KB Home
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of William R. Hollinger, Senior Vice President and Chief Accounting
Officer of KB Home Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Jeffrey T. Mezger, President and Chief Executive Officer of KB Home
Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

Certification of William R. Hollinger, Senior Vice President and Chief Accounting
Officer of KB Home Pursuant to 18 U.5.C. Section 1350, as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.

+ Document filed with this Form 10-K.
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STOCKHOLDER INFORMATION

COMMON STOCK PRICES

2008 2007
High Low High Low
First Quarter $2899 $1576 $56.08 $47.69
Second Quarter 28.93 19.62 50.90 40.89
Third Quarter 21.93 13.16 47.57 28.00
Fourth Quarter 25.43 6.90 31.69 18.44

DIVIDEND DATA

KB Home paid quarterly cash dividends of $.25 per
common share in 2007 and the first three quarters of
2008, and $.0625 per share, effective for the fourth
quarter of 2008,

ANNUAL STOCKHOLDERS' MEETING

The 2009 Annual Stockholders’ meeting will be held at
the Company’s offices at 10990 Wilshire Boulevard,
Seventh Fleor, in Les Angeles, California, at 9:00 a.m.
on Thursday, April 2, 2009.

STOCK EXCHANGE LISTING
KB Home's common stock is traded on the New York
Stack Exchange. The ticker symbol is KBH.

TRANSFER. AGENT

BNY Mellen Shareowner Services

480 Washington Boulevard

Jersey City, New Jersey 07310-1900

(888) 667-7640 United States

(201} 680-6578 Foreign

(800) 231-5469 TDD for Hearing Impaired
(201) 680-6610 TDD for Foreign Stockholders
bnymellon.com/shareownet/isd

INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM
Ernst & Young LLP T
Los Angeles, California, e

~ o ;

FORM 10-K

The Company’s 2008 Annual Report on Form 10-K filed with
the Securities and Exchange Commission may be obtained
without charge by written request to the investor contact below.
It is also available online at kbhome.com/investor.

HEADQUARTERS

KB Home

10990 Wilshire Boulevard

Los Angeles, California 90024

(310) 231-4000

(310) 231-4222 fax

Location and community information:
kbhome.com

(888) KB-HOMES

INVESTOR CONTACT

Kelly Masuda

Senior Vice President and Treasurer
10990 Wilshire Boulevard

Los Angeles, California 90024
(310) 231-4000
investorrelationsi@kbhome.com

BONDHOLDER. SERVICES

U.S. Bank Corporate Trust Services

1349 W. Peachtree Street, N'W

Two Midtown Plaza, Suite 1050

Mail Exchange EX-GA-ATPT

Atlanta, Georgia 30309

(404) 898-8822

usbank.com

6 3/8% $350 million Senior Notes -~ Due 2011
5 3/4% $250 million Senior Notes — Due 2014
5 7/8% $300 million Senior Notes — Due 2015
6 1/4% $450 million Senior Notes — Due 2015
7 1/4% $300 million Senior Notes — Due 2018




KB HOME
10990 WILSHIRE BOULEVARD

LOS ANGELES, CALIFORNIA 90024
kbhome.com 888-KB-HOMES

END

As part of KB Home's commitment to sustainability and the
rasponsible use of natural resources, this report has been
printed on Forest Stewardship Council (FSC) certified paper.
This certification supports the development of respensible

forast management worldwide by adhering to strict standards i PRINTED WITH
for paper sources. The wood in this paper comes from d
FSC-certified well-managed forests and controlled sources. SOY IN K .




